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New style, new savings, new safet 
for your fleet in Rambler for 1962 


102 WAYS NEW AND BETTER! Scores of improvements for reduced 
fleet operating costs and maintenance! Plus low initial cost in a wide range of 
compact models—American, Classic 6, Ambassador V-8. Features like this 
are standard on all or most 1962 Ramblers: Double-Safety Brake System, 
with tandem master cylinders—one for front brakes, one for rear; 33,000-mile 
chassis lube; 4,000-mile engine-oil change; greater road clearance; Road 
Command Suspension for smoother ride; acoustical (and insulating) ceiling 
of molded fiber-glass. And all have no-rust-out Ceramic-Armored muffler and 
tailpipe, and famous Deep-Dip rustproofing up to the roof! See your Rambler 
dealer for an on-the-job test, or contact: Fleet Sales Department J-1026 
American Motors Corporation, 14250 Plymouth Road, Detroit 32, Michigan. 


SAVE ON FLEET LEASING! Ask your leasing company for low Rambler rates, 
or write us for the names of available leasing companies located in your area. 
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your responsibility . . 





to purchase distribution transformers, then 
it’s important you 
consider Moloney! 


Why Moloney? 


Because Moloney’s 


philosophy of “Total 


Design” results in 
lower cost of use. 


You know how cost of use can make the 
difference between transformers. Moloney 
Ry puts great emphasis on the lowest possi- 
ble transformer cost of use. To accomplish 
this, no one design feature is stressed at 
the expense of another. Instead, Moloney 
“ uses a “Total Design” philosophy which 
is important to you because it provides 
balanced design. This means fewer out- 
ages and efficient transformer operation, 
resulting in lower cost of use. Moloney’s 
patented testing system assures the user 
that Moloney Transformers have success- 
fully passed all tests and are electronically 
approved for service. Over the years this 
design philosophy will mean savings of 
many dollars per transformer. 


When you purchase distribution trans- 
formers, be sure you consider the “Total 
Design” Moloney Transformer. 


ME 61-22 


MOLONEY ELECTRIC COMPANY 


. Manufacturers of Transformers and Switchgear 
for Utilities, Industry, and Electronic Applications 





wth the Coclitors 


— three decades ago, when gas 
and electric utilities, and more par- 
ticularly holding companies having con- 
trol of them, were favorite headline tar- 
gets, any attempt to influence educators 
was a very sensitive topic. The Federal 
Trade Commission, which had been giv- 
en the task of investigating the utilities 
and their holding companies, dredged 
up some instances of public utility com- 
panies seeking to influence some college 
professors and extend the influence of 
others who already were friendly to their 
cause. 


As a result of this, a hostile press, 
which in those relatively peaceful days 
had not much else to occupy its attention, 
had a field day with headlines, such as 
“Utilities Poison the Well of Knowl- 
edge,” and “Utilities Invade the Cam- 
pus,” and “Professors on the Payroll.” 
The population of that day was duly 
shocked and the Federal Trade Commis- 
sion went on to make some caustic find- 
ings in its ultimate report on improper 
utility influence on American academic 
life. As a result of this unpleasant ex- 
perience, some of the utility companies 
for many years gave the professors a 
wide berth and vice versa. 


© Fabian Soeeck 
WILLARD F. STANLEY 


WILLIAM F. BARBER 


THE consequent breakdown of com- 
munication between the teachers of our 
colleges and professional people and an 
important essential segment of our busi- 
ness economy resulted in some mutual 
suspicion and distrust. Whether this made 
some professors antiutility is at least de- 
batable. But it is a fact that many utili- 
ty companies for some years went into 
their holes and pulled the holes in after 
them, so to speak. This, in turn, left the 
propaganda field wide open for utility 
critics and they made the most of it. 


M recently there has been an awak- 
ening among a good many seg- 
ments of our society, outside the public 
utility field, that there is nothing wrong 
or improper about establishing a_rap- 
port with the teaching profession in our 
colleges and universities. The labor 
unions, among others, made the disco. 
ery that teachers were a natural and va! 
uable outlet for new ideas and develo; 
ments concerning various phases of ow: 
national life. It was found there wa 
nothing wrong about making informatio 
available to the professors in a system 
atic way, provided, of course, it was a 
voluntary and no effort was made to swa 
independent judgment and individual in 
tegrity of the professors. 
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PAGES WITH THE EDITORS (Continued) 


But the burnt child fears the fire and 
a burnt utility industry was mighty 
squeamish for a number of years about 
breaking out of its self-insulated position 
as far as the teachers were concerned. 
Finally, it was seen among utility men 
that everybody else was doing it, and 
that some professors were developing 
antiutility attitudes by sheer default of 
information being made available to them 
on an unbiased basis. 


AND so there arose a new attitude on 
utility-campus relations as far as the 
teachers are concerned. A number of 
college professors are now being given 
the advantage of summer training pro- 
grams of research in the area of actual 
public utility operations. Nineteen gas, 
electric, and communications public util- 
ity companies sponsored a_ total of 
twenty-eight college professors during the 
summer of 1961. The key to the new atti- 
tude, of course, is absolute noninterfer- 
ence with the teachers’ learning and con- 
clusions. It is simply a matter of making 
information available and then letting 
the teachers draw their own conclusions 
without any help or influence from the 
sponsoring companies. The teachers have 
responded to this and perhaps this marks 
a new era of co-operation. 


“ig this issue, beginning on page 662, 
we are presenting an article by a 
young professor who was among. the 
number given the advantage of a sum- 
mer training program of research in util- 


ROY L. LASSITER, JR. 


ity operations. He is WiLL1AM F, Bar- 
BER, assistant professor of marketing 
at San Diego State College, San Die:o 
California. He is teaching courses in ;(- 
vertising, general marketing, and mark 
ing management. He recently recei 
his degree as Doctor of Business Adn 
istration from the University of Wa-| 
ington (Seattle). 


F  ietagee professor who writes foi 

in this issue is Roy L. Lassr 
JR., associate professor of economics 
the University of Florida, Gainesv; 
Florida. His article on ‘Reproduction 
Cost as a Basis for Ad Valorem Railri.d 
Taxation” begins on page 667. Dr. L.\s- 
SITER has been an economic consultant 
to the Central & Southern Florida Flood 
Control District and an economist with 
the U. S. Department of Agriculture. 
His published articles have appeared in 
the Journal of Land Economics, the «| p- 
praisal Journal, and the Journal of /n- 
surance. Dr. LASSITER wishes to express 
some acknowledgement of _ benefits 
derived from this topic of ad valorem 
railroad taxation from discussions with 
Professors M. Z. Kafoglis and J. G. 
Richardson. 


1... leading article in this issue deals 
with variable annuities and_ utility 
pension planning. Variable annuities are 
based on the principle that all retired 
persons need and want after their re 
tirement is not a periodic fixed number 
of dollars but rather a reasonably con- 
sistent standard of living. How such 
payments can be made to reflect adjus'- 
ments for loss of purchasing power 
during periods of steady inflation is 
problem to which WiLLarp F. Sta? 
LEY, New York author of business art: 
cles, addresses himself. 


THE next number of this magazii 
will be out November 9th. 


Rr Cililtn 
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how 


STONE & WEBSTER 
SERVICH CORPORATION 


Can help you SO lve Stone & Webster works continu- 
ally with both large and small 


y our Tr at e p ro b } ems distribution utilities on all phases 


of rate work, in all parts of the 








country, and in all regulatory climates.A Right now we may be handling a problem 


similar to your own. When you retain Stone & Webster the benefit of this broad experience 





becomes available to you.A During rate proceedings, Stone & Webster helps to minimize 





the impact of extra work for your staff. We provide specialized manpower and experienced 





planning. Our advice on timing rate actions has been found extremely valuable. In addition, 





we can provide an impressive combination of expert testimony on all phases of rate case 





presentation. & An important part of our work has been the design of new rate structures 





which are modern, simple and advantageous with respect to competition, public approval 





end promoting the use of the service—gas, electricity, telephone, water or transportation. 





We are prepared to discuss your rate problem. Please write or call 


for complete information. A 5 


S T 0 K E & WwW E R S T E R Service Corporation 


90 Broad Street, New York 4, New York 











Coming in the Vent Idsut.., 


NOVEMBER 9, 1961, ISSUE — 





FEDERAL-STATE CONFLICTS AND UTILITY REGULATION 

A comprehensive survey, which serves to tie together a nui. ber 
of legal concepts and decisions dealing with regulation in he 
field of public utilities and transportation, has been prep. ed 
by Roy J. Sampson, assistant professor of transportatio; at 
the University of Oregon. The author traces the develop: «nt 
of utility regulation in this country, discusses important “1. 
mark” cases which have served to define and limit the po er 
of regulatory bodies, and explains the relationship betwen 
the federal government and individual states in the regulai:on 


of interstate commerce, 


“FOOT-IN-THE-DOOR™ LEGISLATION AND THE UTILITIES 


The technique of “piecemeal” legislation, by which many 
controversial measures are pushed through Congress on the 
“one-part-now” and “another-part-later” theory, is discussed 
in this article by Charles M. Bruch, Pustic Utitiries Fort- 
NIGHTLY associate editor. Using two items of legislation taken 
up by the recent session of Congress—the Hanford, Washing- 
ton, nuclear power plant, and the federal power grid for 
western states—the author traces the thinking which engen- 
dered this type of legislation and analyzes the thinking of both 
houses of Congress which resulted in the Hanford proposal 


being defeated, and the federal power grid plan being passed. 





THE INDEPENDENT GAS PRODUCER REGULATORY 

EXPERIMENT 
This frank article by Cecil E. Munn, Texas attorney, points 
out the shortcomings and strong points of the federal govern- 
ment’s attempts, through the Federal Power Commission, |0 
regulate independent gas producers. He discusses administrativ 
problems which have faced the FPC during the past decac, 


looks into recent criticism which has arisen over the agency s 


policies, its attempts to expedite the mounting number of ra‘e 
cases, the events which led up to the famous Phillips decisi« 


and events which have followed since the opinion was hande:| 


down. 








AND IN ADDITION... Special financial news, digests, and interpretations of court 
and issi decisions, general news happenings, reviews, Washington gossip, and other features of 
interest to public utility regulators, panies, tives, financial experts, employees, investors, and 
others. 
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Columbia Gas 


serves a very special 
part of America 


the natura] 
a 
sold In the country fo. 





THE COLUMB 
SYSTEM, INC. 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 


ough it its service territory—in Ohio, 
hsylv xia, West Virginia, Kentucky, 
tno Gast tet STREET, NEW YORK 17, *¥. 


inia, Maryland and southern New 
CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCORKLE 


— natural gas continues to be the AVENUE, S.E., CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: THE 
OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, OHIO. 
PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COM- 


erred fuel for home and industry. PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. 


Cube (Enoke 


“There never was in the world two opinions altke.” 
—MOoNTAIGNE 





James E. Briccs “Our country is engaged in an ambitious space | 
Lieutenant General, U. S. gram that places few limits on either man or machi 
Air Force. The recent success in our manned space flights ass: 
us that man will be present when the new vert 

frontier of space is conquered.” 


* 


EpiToRIAL STATEMENT “The real business of a government of free pe 

Moville (Iowa) Record. is not to strive to guarantee economic security for ti: 
people. Any government that undertakes to prov 
guaranteed economic security must take away freed: 
in exchange for that fancied security.” 


* 


GeEorGE M. Harrison “We need less caution and more optimism about our 
President, Brotherhood of Railway —future—about the future of freedom, about the ability 
Clerks. of a free society to fulfill its destiny. What we don't 
need, surely, is an increasing concentration of owner- 
ship through corporate mergers to eliminate competition 
and to preserve rigged prices that bear no semblance 

to the cost of production.” 


. 


E. S. Marsu “A federal subsidy to railroads is a first step toward 
President, Santa Fe System. eventual nationalization of all transportation. In my 
opinion it is an undesirable alternative to establishing 

national transportation policies which would allow pri- 

vate ownership to compete on a basis of equality. The 

time-tested American system of free enterprise should 

prevail in transportation as it does in other business.” 


» 


Joun J. McCroy “As businessmen we no longer can continue to look 
President’s special disarmament only at the industrial problems of the world and think 
adviser. we are doing our full duty or as we are prone to cill 
it, ‘minding our own business.’ There may very we! 

be no industrial problems to worry about if we 
not... start thinking right away as to how we are 1 
solve the greater issues with which the world is now 

faced.” 


¥ 


CHESTER BOWLES “Throughout the non-Communist world the tide 
Under Secretary of State. history is now running with flood force: for s 
government, for economic justice, for racial equal: 
These are the principles which we must supp 
morally because they rest at the foundation of « 
own society, and realistically because they repres: 
the crucial force which is now shaping the instituti 
of our time.” 
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Bill analyses by the “One-Step” method, provide 
management with an accurate monthly check of 
revenues in relation to use of existing plant 
capacity. The cumulative information in these 
reports supplies the bases for maintenance of rea- 
sonable rates, and a dependable yardstick in plan- 
ning future expansion. 





The cost of the “One-Step” service is lower than 


b : . ; a 
ECORDING & STATISTICAL CORPORATION Py.te" ivscicuce’ and do not involve’ your per 
Public Utility Data Processing Division ‘enter. We would like to send you full informa 


)SIXTH AVENUE + NEW YORK 13, N.Y. © WOrth 6-2700 tion - without obligation. Write Dept. U-7. 





ADVANCE SHEETS 
OF 


PUBLIC UTILITIES REPORTS 








> Meeting an increasing demand for prompt reporting of full-text opinions 
in decisions of state and Federal regulatory commissions and of the courts 
on appeal from the commissions’ decisions. 


& For those who wish to keep currently informed of the new concepts, rapid 
expansion and ever increasing problems in the field of public service regula- 
tion, these Advance Sheets, issued twice a month, will be found invaluable. 


Subscription price—$24. a year 


PUBLIC UTILITIES REPORTS, INC. 
Publishers 
332 Pennsylvania Building, Washington 4, D. C. 














PREPARING FOR THE UTILITY RATE CASE 


ly Francis X. Welch, B. Litt., LL. B., LL. M. 


The satisfactory solution of the most expensive and difficult problem of Commission Regulat in— 
The Rate Case—depends very largely upon how well and how thoroughly the details of prepar: tion 
have been given attention. “Preparing for the Utility Rate 
Case” is a compilation of experiences taken from the re. ords 
of actual rate cases. It has required two years of res:-:rch, 
study and analysis, conducted by Francis X. Welch, } ‘itor 
of PUBLIC UTILITIES FORTNIGHTLY, with the ai: and 


cooperation of selected experts, to complete this treati 


The volume, being the first of its kind, should be { und 
iavaluable to utility executives, rate case perso:nel, 
attorneys, accountants, consultants, regulatory rom. 
missions, rate case protestants, and, in fact, to all pe:sons 


engaged in or having an interest in rate cases. Now! 
owh 


Among the values of this compilation are the reviews of ly sma 
methods and procedures, which have been found helpful in— 


> simplifying and speeding up rate case Here 
groundwork 


® saving time and expense of companies, 
commissions and other parties The |} 


Assis! 


© cutting down “lag losses” The . 

®& aiding the consumer by making possible Prep: 
faster plant and service improvements Prep: 

® increasing the confidence of investors Parti 
—all of which are in the public interest. Nego 
Settir 


320 The volume does not offer a program of standardized . 
xan 


Pages procedures for rate case preparation, but reviews the plain 
Price: $10 and practical methods that have been used. Cross 
Evide 


These chapter headings indicate the coverage: 


The Birth of the Utility Rate Case Completing the Rate Base; 
Public Relations and the Rate Case Working Capital 

The Birth of Utility Company Rate Opposition Operating Expenses 

The Grand Strategy of the Rate Case Operating Expenses, Continued-—— 
Selection and Function of the Attorney Annual Depreciation 


The Mechanics of Rate Case Preparation The Rate of Return 
Proof of the Rate Base Rate Adjustments—Allocations 


The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 


PUBLIC UTILITIES REPORTS, INC... Publishers 
SUITE 332, PENNSYLVANIA BUILDING 
425 THIRTEENTH STREET, N. W. 
WASHINGTON 4, D. C. 











NDUCT OF THE UTILITY RATE CASE 


by Franeis X. Welch. B. Litt... LL.B... LL. M. 


HIS is [xe companion volume to “PREPARING FOR THE UTILITY RATE CASE.” It deals with 
hose p ocedural matters which come after the preparatory stages of the rate case. It presents for the 


time he practical problems of conducting the case— 


» filing the application 
» introducing the evidence 
> examining the witnesses, etc. 


fact, it explains the time-saving and effective ways of making the 
yby-ste;) progress toward the rate decision, including information 
cerning the requirements for appeal and review. 


Nowhere in the literature of regulation will you find, in rela. 
ly small compass, a comparable exposition and guide. 


Here are the chapter headings: 


Assisting In The Rate Case Preparation 
The Formal Approach To The Rate Case 
The Attorney-Client Relationship 
Preparing The Petition or Application 
Preparing The Testimony 

Parties—Rate Complaints—Investigations 
Negotiations Before Hearing—Prehearing Proceedings 
Setting and Opening The Hearing 
Examination In Chief 

Cross-Examination and Rebuttal 

Evidence in a Rate Case 


The Case for Complainants 
or Rate Increase Protestants 


The "Expert Witness 


Moti.ns, Interlocutory Procedures, Arguments, Briefs 
ait Decisions 


cal and Review 


mduct of the Utility Rate Case,” like its companion, is designed not only to aid both 
: practitioners and regulatory authorities, but everyone who has responsibilities or duties in 


“ion with a rate case. 
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PROCEEDINGS 
1960 CONVENTION 


AT LAS VEGAS, NEVADA 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 





THIS edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 
including the following: 


Progress in the Regulation, Services, Facilities and Safety of Operation of Public 
Utilities; Valuation; Depreciation; Rates of Transportation Agencies; Study of Rail- 
road Problems; Discussions on the subjects of ‘Duties and Responsibilities of a Public 
Utilities Commissioner"; "Natural Gas Rate Problems": "The Role of Communica- 
tions in Civil Defense"; "Outlook for Railroad Consolidations and Mergers"; and 
“Current Problems in the Regulation of Air Carriers." This volume contains a com- 
plete transcript of the addresses and committee reports of the 1960 Las Vegas 
meeting. The book is printed and bound in regular book cover. 





Price $10.00 — Approximately 500 pages 





OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 
Accounts for utilities having annual water operating revenues of $250,000 or more .. $4.50 
Class C—100 pages 
Accounts for utilities having annual water operating revenues of $50,000 or more but 
less than $250,000 3.50 
Class D—64 pages 


Accounts for utilities having annual water operating revenues of less than $50,000 .. 


1958—Uniform System of Accounts for Electric Utilities ‘ 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 4.50 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
but less than $1,000,000 3.50 


Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 2.00 


1958—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more .. 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
less than $1,000,000 
Class D—60 pages 


Accounts for utilities having annual gas operating revenues of less than $150,000 .. 


1958—Regulations Governing the Preservation of Records of Electric, 
Gas and Water Utilities 


1957—Telephone Separations Manual (Revised October, 1957) 


Depreciation: 
1943-1944 Reports of the Committee on Depreciation. A comprehensive and complete 
analysis of the problems of depreciation on public utility regulation 
1946—Methods of Pricing Retirements from Group Property Accounts 
1948—Half Cycle Methods of Estimating Service Life 
1948—Letter Symbols for Mathematics of Depreciation 
1960—Report of Committee on Depreciation 


(When remittance accompanies order, we pay forwarding charges) 
NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
P, O. Box 684 Washington 4, D. C. - 
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CHECK THESE DATES: 


Oct. 26-27—Pacific Coast Electrical Associa- 
tion will hold Hawaiian conference, Hono- 
lulu, Hawaii. 


Oct. 26-27—Pennsylvania Electric Associa- 
tion, Relay Committee, will hold meeting, 
Altoona, Pa. 


Oct. 26-27—Southeastern Electric Exchange, 
Engineering and Operation Section, will 
hold conference, Biloxi, Miss. (Closed ses- 
sion.) 


Oct. 26-27—Virginia Telephone Association 
will hold annual convention, Roanoke, Va. 


Oct. 26-28—Southwestern Legal Foundation 
will hold planning and zoning institute, 
Dallas, Tex. 


Oct. 29-31—Independent Petroleum Associa- 
tion of America will hold annual meeting, 
Houston, Tex. 


Oct. 29-31—Kansas Association of Municipal 
Utilities will hold annual convention, 
Wichita, Kan. 


Oct. 29-Nov. 1—American Water Works As- 
sociation, Florida Section, will hold annual 
meeting, Orlando, Fla. 


Oct. 30-Nov. 1—Edison Electric Institute, In- 
surance Committee, will hold meeting, St. 
Petersburg, Fla. 


Oct. 30-Nov. 1—Institute of Radio Engineers- 
Electronic Industries Association will hold 
joint annual radio fall meeting, Syracuse, 
N. Y. 


Nov. 1-3—American Water Works Associa- 
tion, Chesapeake Section, will hold annual 
meeting, Baltimore, Md. 


Nov, 2-3—Public Utilities Advertising Asso- 
ciation, Region 4, will hold meeting, In- 
dianapolis, Ind. 


Nov. 2-4—Association of National Adver- 
tisers will hold annual national meeting, 
Hot Springs, Va. 


Nov. 4-7—National Retail Lumber Dealers 
Association will hold convention, Chicago, 
I. 


Nov. 5-8—National Frozen Food Association, 
Inc., will hold convention and. exposition, 
Bal Harbour, Fla. 


Nov. 6-8—Edison Electric Institute, Accident 
Prevention Committee, will hold meeting, 
Birmingham, Ala. 


Nov. 6-10—American Nuclear Society, Atomic 
Industrial Forum, Atom Fair, and National 
Youth Conference on the Atom will hold 
meetings, Chicago, Ill. 


Nov. 6-10—National Hotel Exposition will 
be held, New York, N. Y. 


Nov. 6-10—National Warm Air Heating and 
Air Conditioning Association will hold 
annual convention, Chicago, Ill. 


Nov. 8-9—Oklahoma Telephone Association 
will hold annual convention, Oklahoma 
City, Okla. 


Nov. 9-11—American Bar Association will 
hold regional meeting, Birmingham, Ala. 


Nov. 12-14—Alabama-Mississippi Telephone 
Association will hold annual meeting, Bir- 
mingham, Ala. 


Nov. 12-15—Air Conditioning and Refrigera- 
tion Institute will hold annual meeting, 
Hot Springs, Va. 


Nov. 13-17—National Electrical Manufactur- 
ers Association will hold annual meeting, 
Atlantic City, N. J. 
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Courtesy, Westinghouse Electric Corporation 


Lighting Up the New Stadium in the Nation’s Capital ar 


Already called by some sports writers “the melted doughnut” because 
of its unusual undulating exterior appearance, the new stadium 
in Washington, D. C., will be lighted by some 2,136 flood- 
lights made by the Westinghouse Electric Corporation. ° 
To the left in the above photo can be seen the larg- 
est of eight banks of lights which was nearing 
completion at the time of this picture. 
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Variable Annuities and Utility 
Pension Planning 


Variable annuities are based on the principle that all retired persons 

need and want after their retirement is not a periodic fixed number 

of dollars but rather a reasonably consistent standard of living. How 

such payments can be made to reflect adjustments for loss of pur- 

chasing power during periods of steady inflation is a problem to 
which this author addresses himself. 


By WILLARD F. STANLEY* 


LTHOUGH more than ten years have 
elapsed since the concept of vari- 
able annuities was first discovered 

and disclosed to the public, it is believed 
that many have not yet fully realized 
the contributions which this concept can 
make to solving the problem of inflation 
with respect to pension plans and in 
building better employee morale. 
Variable annuities are based on the 
principle that what retired persons need 
and want after their retirement is not a 
*President, Corporate Services, Inc., Brooklyn, 


New York. For additional personal note, see “Pages 
with the Editors.” 


periodic fixed number of dollars, but, 
rather, a reasonably consistent standard 
of living. What they really want are so 
many steaks, so many bottles of milk, 
etc., such and such a quality and quantity 
of clothes and housing. The dollars are 
simply incidental to getting these things. 
If the dollars are not sufficient in num- 
ber to provide the desired standard of 
living then the pension plan has failed 
in its purpose. In other words, the con- 
ventional pension plan does not protect 
against price inflation, despite the fact 
that, over protracted periods, price in- 
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flation has been the rule both in this 
country and Great Britain. 


7: variable concept seeks to protect 
against inflation by attempting to 
raise the number of dollars available for 
the pension to keep reasonably in pace 
with the increase in prices. This is ac- 
complished through the investment of the 
pension funds in a diversified, selected 
list of sound common stocks of leading 
American industrial, utility, and railroad 
corporations instead of in bonds and 
other fixed dollar obligations. The shares 
attributable to each person’s pension are 
sold as the pension payment becomes due 
and the pensionee receives a number of 
dollars equal to the. proceeds of such 
sale instead of a fixed number of dollars. 
Two basic facts seem amply demon- 
strated in terms of protracted periods of 
American economic history. The first is 
that over such periods there has been a 
constant increase in the index of living 
costs in terms of prices which must be 
paid for commodities and services. For 
instance, the price index rose about 200 
per cent in the first half of this century. 
It has risen something like 28 per cent 
in the last ten years or so. The same 
general pattern is portrayed for prior 
periods. 

In England, for instance, except 
for a plateau during the nineteenth 
century due to the prosperity arising 
from the Indian possessions, there was 
a steady increase in the price of gold, 
extending from 1280 to about 1800. 
Strangely enough, the line of ascent was 
almost constant, the percentage increase 
for each century being relatively equal. 
The upward price movement was re- 
sumed in England beginning with World 
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War I and has continued unabated to 
date. 


ibn second basic fact is that it ap- 
pears that the stock averages tend 
generally to accompany the movement of 
the price index. This is true over the 
long pull, although not for certain short 
periods. Pension plans must, obviously, 
look to the long pull both for their ac- 
cumulations and their distribution. For 
instance, in the first half of the twentieth 
century, while the price index was rising 
200 per cent, stock averages rose some- 
what less than that. 

However, within five years thereafter, 
the stock average had risen to a point 
where it about equaled the increase in 
the price index for the fifty-five years, 
and, extending this period to sixty years, 
we find that the stock average has now 
considerably exceeded the price index in 
terms of percentage increase during this 
century to date. 


HE foregoing seems to demonstrate 

the validity of the two above basic 
factors: First, that price inflation is the 
rule in American economics over long 
periods of time, and that declining prices 
over the shorter term are in the nature 
of an exception. Second, that the most 
effective practical way of protecting pen- 
sions against this to be expected price 
inflation is to invest the pension fund 
contributions in a diversified list of stocks 
as mentioned above. There will be 
periods, no doubt, when, as in the past, 
the average price of these stocks will 
decline, but it is to be expected that, if 
this occurs, this decline will be accom- 
panied by a reasonably relative decline 
in price levels. 
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It has, however, occurred over rela- 
tively short periods that stock averages 
have declined without a corresponding 
decline in the price index. To protect 
against this eventuality, it has been 
suggested that the variable pension trust 
might provide that if stocks rose so that 
the periodic payments were more than 
10 per cent higher than the increase in 
the price index for the period, then the 
excess Of stock proceeds would be set 
aside in a reserve to take care of the 
possible lean future years when stock 
prices might decline more than 10 per 
cent below the reduction in price levels. 
Of course, substantially the same sort of 
reserve could be set up by individual 
pensioners to avoid the possibility of un- 
due changes in their standard of living 
from year to year. 


Private Pension Funds 

é en banks and other institutions 
which act as trustees under the 
numerous pension trusts—which trusts 
now have assets something more than 
half of the accumulated total assets of 
all private pension funds throughout the 
nation (the balance of these funds being 
covered by group annuity contracts with 
insurance companies)—have, in recent 
years, come increasingly to recognize the 
validity of the two above mentioned basic 
factors (7. e., future inflation and stock 
investment). Each year for the past ten 
or more has swelled the portion of the 
funds of pension trusts invested in 
common stock, until today this represents 
between 25 per cent and 30 per cent of 

the total assets of all these trusts. 
Furthermore, these institutions are in- 
vesting in common stocks on the average 
around 50 per cent of the annual con- 


tributions to the trusts. It appears this 
trend has now gone about as far as it 
should from a_ standpoint of sound 
finance. There is obvious danger in in- 
vesting in stocks (the best of which are 
always more or less volatile and subject 
to decline), funds against which there 
exists an obligation to pay a fixed 
number of dollars. 

This factor has always been recog- 
nized with respect to life insurance 
companies. For instance, until recently 
such companies in New York state could 
not invest in common stocks. Even after 
the recent change in the law, such in- 
vestment is limited to 3 per cent of 
surplus or an infinitesimal per cent of 
total obligations of the company. Since, 
therefore, there must or should be a 
distinct limit to stock investment by 
conventional pension trusts, it follows 
that full protection against inflation is 
obtainable solely through applying the 
variable concept. 


ie the apparent advantage of 
the variable annuity concept, no 
utility, to the knowledge of the writer, 
has yet adopted such a program. In the 
industrial field, some half-dozen or more 
companies have adopted pension plans 
embodying, in some form, the variable 


OCTOBER 26, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


principle, but this is a small segment out 
of perhaps 3,000 such corporations, even 
considering only those with publicly held 
shares and many employees. There has, 
to the writer’s knowledge, never been 
any legal impediment in any state to the 
adoption of a variable pension trust by 
a corporation. The other alternative, a 
group annuity contract for the pensions 
with an insurance company, has been 
rigidly restricted by law. Even today, it 
is believed that only one state, New 
Jersey, plus the District of Columbia, 
permits insurance companies to offer such 
annuities for sale to corporations or indi- 
viduals. 

For many years past the Prudential 
Life Insurance Company of Newark, 
New Jersey, has endeavored to promote 
the passage of legislation in that state per- 
mitting such annuities. Recently it was 
successful and a law permitting variable 
plans was adopted. It is assumed that 
company has now reached a point where 
it is prepared to offer such plans. It is 
believed such offerings were delayed for 
a while by organizational problems. The 
District of Columbia law permitting such 
annuities has been in force for many years 
and an insurance company was organized 
within the past ten years to sell specifically 
variable annuities. 


In American Colleges 
HE writer feels that he can claim 
some intimacy with the variable an- 
nuity idea since, in June, 1950, he sub- 
mitted an article to The Saturday Eve- 
ning Post advocating this type of pension 
plans. 
This article was not directed to the pen- 
sion experts but to the “man in the 
street,” but the Post at that time felt that 
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the subject was a bit too technical for its 
readership. 

If the writer’s recollection is correct, 
in December of 1951 the association 
which administers the pension funds for 
the faculty of most of the American col- 
leges, announced a variable plan applicable 
to these faculty members. The variable 
portion of the plan was limited to 50 
per cent of the pension fund, thereby in 
effect making the overall pensions at least 
50 per cent conventional fixed dollar pay- 
ments and up to 50 per cent variable pay- 
ments based on stock investments. It is 
quite possible that this association was 
investigating the variable concept before 
the writer submitted his article. At or 
about the same time one or two others, 
apparently also acting independently, pub- 
lished material dealing with the same 
basic concept of variable annuities. 


eal and apart from the 

development of the variable idea, util- 
ity employees, like those of industrial 
enterprises, and particularly those in the 
higher age and salary brackets, have for 
many years been concerned about the 
ravages of future inflation upon their 
retirement income. This constitutes a 
factor of bad employee morale which 
should largely be remedied by adopting 
the variable annuity principle. 

Despite all this, and the publicity which 
has attended the matter, we find today 
the situation seems to be about as above 
outlined, with only a fragment of the eli- 
gible corporations having taken advantage 
of the variable principle. 


HY this disinclination to obtain the 
apparent benefits for their employees 
and themselves which the variable feature 
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seems to hold, in protecting against future 
inflation and fostering better employee 
relations, particularly in the upper age 
and salary brackets? First and foremost 
the plan must plead guilty of being rad- 
ically novel. That has no doubt retarded 
its acceptance. And then, its failure to be 


adopted by numerous companies has, in 
turn, prevented its adoption by others. 


HERE is a small mountain of conven- 

tionalism and conservatism to over- 
come before such a plan can be adopted. 
The conventionalism exists and is real but 
the conservatism is largely false, for how 
can a plan, such as the conventional ones, 
be considered sound and conservative 
which gives a $200 per month pension for 
life when all known economic history in- 
dicates that over the fifteen years the re- 
tiree may be expected to survive, a total 
increase in price levels of from 30 per 
cent to 35 per cent may reasonably be 
expected to occur. How can anyone judge 
such a pension plan safe and sound and 
a variable plan of a speculative nature 
merely because it involves investment in 
common stocks? Yet many seem to hold 


to such views even in this economically 
enlightened day and age. 


r is hard enough to sell such a dras- 

tically novel plan to management, 
without being able to refer to an im- 
pressive list of other companies using it. 
But even if management becomes inter- 
ested it is more difficult still to sell such 
a plan to the “outside” directors of the 
company (1.e., those not connected with 
the management as officers or employees, 
of which most utilities have several on 
their boards). Those gentlemen are likely 
to be more conservatively minded than 
management and without a formidable 
list of companies adopting the plan will 
almost inevitably vote against it. 

Nor is it feasible to adopt such a plan 
over their objections even if a favorable 
majority vote is obtainable, for most 
managements would probably insist that 
such a radical departure from convention 
should be adopted unanimously. 


Mistrust of Stocks 


_— members of management or 
“outside” directors may contend that 
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the average employee does not understand 
stocks; that he mistrusts them; that he 
would be likely to oppose any plan calling 
for his pension funds to be invested in 
this medium. 

These views can be contested, but 
it is difficult to prove them specifically to 
be wrong. Under these circumstances, a 
proposal for a variable plan is almost cer- 
tain to be defeated. 

But the writer feels there is a way out 
of this basic difficulty of conventionalism. 
It is a strange irony that the members of 
management that might turn down such 
a plan as too drastically different—as 
not sufficiently “seasoned” through adop- 
tion by others—would individually vote 
for such a plan in their capacity, not as 
company officers but as future pensioners 
and would be happy to accept such a plan 
in their latter capacity. 


HE crux of successful action on such 

a plan seems to the writer to be to 
approach the subject, not on an overall 
basis, with a plan applicable to all officers 
and employees including the rank and file, 
but by echelons. For this purpose the first 
step would be the selection by manage- 
ment of a top echelon. This echelon might 
consist, for the average sized utility, of 
those with annual salaries of $15,000 to 
$20,000 or more, these figures varying 
with the size of the company and the 
generosity of its compensation policy. 
This might normally produce a group of 
about twenty people to whom it would 
be relatively simple to submit the pro- 
posed plan with proper explanations. This 
group would naturally consist mostly of 
the older people, those particularly cogni- 
zant of inflation and particularly con- 
cerned over their pension problem in the 
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light of higher prices to be expected in 
the future. 

Furthermore, this group is certain to 
be that most sophisticated “common 
stockwise” and most of them will prob- 
ably be found already to hold common 
stocks either in the utility or other cor- 
porations. 


i ewe these circumstances, the plan, 

if properly and fairly presented, can 
hardly fail to obtain almost unanimous 
approval by the members of this top 
echelon group. Once this approval is 
given, adoption of the variable plan, 
limited to this group, tends to become 
much easier from a practical standpoint. 
The management, if it was originally in 
doubt on the matter, is naturally im- 
pressed by the response, particularly as 
the members of management probably 
were aligned among those approving the 
proposal individually. Their objections 
to the novelty of the plan are overcome 
when the plan is thus limited to a relative- 
ly small group, a substantial majority of 
whom already have signified their desire 
to have it. No need to worry about the 
reaction of the rank and file employee. 
Naturally, no one would be required to 
accept the variable pension unless he so 
desired. 

When the management then brings the 
matter to the attention of the board for 
final approval, they now have behind them 
the strength of a demonstrated desire for 
the new plan by those or most of them 
who would be affected thereby. It should 
be difficult for an “outside” director to 
refuse to go along under these circum- 
stances. He would be taking the responsi- 
bility for bad morale on the part of the 
top echelon people who, after being of- 
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fered the new plan, would now find it 
withdrawn from them. 


Variable Feature Dropped 

en belief that such a top echelon 

group would mostly approve such a 
plan is not a mere assumption. The writer 
knows of at least one specific case where 
such a plan was submitted to a group of 
twenty top echelon people (those with 
$10,000 salaries or greater). It was felt 
wise in this case to discuss the matter 
personally with each member of the 
group. Three members were located dis- 
tantly and not likely to come to the main 
office for some time. Therefore, they were 
omitted from the submission. One hun- 
dred per cent of the other seventeen mem- 
bers of the group voted for the variable 
plan, limited to their group. 

Before the matter could be cleared with 
the directors, however, strong pressure 
arose to change the existing plan so as 
greatly to increase the amounts of the 
pensions. In view of this substantial ad- 
justment the variable feature fell by the 
wayside. Before this happened, however, 
two matters of importance to the adoption 
of a top echelon plan had been explored. 
One of these was approval of the plan 
by the Treasury Department, which is 
necessary if the company is to be per- 
mitted to deduct its contributions to the 
plan for income tax purposes. 


| * only supervision of pension plans 

customarily exercised by the Treas- 
ury Department in giving its approval 
is to see that there is no discrimination 
in favor of any person or group. In view 
of the fact that under the variable pro- 
posal one group would have the pension 
funds invested differently from the others, 


the proposal was taken up with the local 
representative of the Treasury on pension 
plans. When he found that the contribu- 
tions were to remain the same and that 
only investment of the funds would differ, 
he expressed the opinion (subject to 
Washington review—which, of course, 
never occurred in this case) that the plan 
would be approved by the Treasury. He 
deemed the limitation of the plan to the 
top echelon a desire to protect the lower- 
paid employees from the dangers inherent 
in stock investment. 


_ second point is whether a part of 

a pension program can, so to speak, 
be disengaged from the rest. Where the 
original plan is a pension trust, there 
should normally be no difficulty in starting 
a new trust and ceasing contributions to 
the old as to the top echelon people 
adopting the variable plan. But where (as 
was the case here) the pension was cov- 
ered by a group annuity contract with an 
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insurance company, it is necessary to see 
that in such disengagement the contract 
is complied with. Such contracts usually 
provide that a certain relatively high per- 
centage (usually 85 per cent to 90 per 
cent) of employees must be covered by 
the contract. There was no problem in 
ceasing contributions as to the relatively 
small number of top echelon people adopt- 
ing the variable plan as this would not 
change even by 1 per cent the total cov- 
erage where 2,000 or more employees 
are involved. In such a case the disen- 
gaged top echelon people would have their 
plan handled under a new pension trust 
which would then be set up for that 


purpose. 


a this is only a first step. No doubt 
many in salary brackets below those 
included in the top echelon would 
gradually come to hear of the new vari- 
able plan and of its benefits as a protec- 
tion against future price inflation. Is not 
it reasonable to suppose that many of 
them might ask the management why they 
could not participate. If this pressure 
should prove strong enough, a survey of 
a secondary echelon group, perhaps con- 
sisting of those with salaries ranging 
from the top echelon minimum down to 
perhaps half that figure, might be made 
by management. If the result showed a 
majority of this group favorable to the 
variable feature, the management could 
then readily obtain unanimous board ap- 
proval for the extension of the variable 
plan to this group, also to the extent that 
members thereof desired to avail them- 
selves of the privilege. 
To the writer’s knowledge, such a sec- 
ond step has not yet been specifically dis- 
cussed with the Treasury Department as 
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to its approval for tax purposes. How- 
ever, it seems likely that the Treasury 
would approve the secondary step largely 
on the same grounds upon which it al- 
ready had passed favorably upon the top 
echelon group. 


F. omesan problem would be presented 
on the secondary step where the 
pensions had, previous to adoption of the 
variable concept, been covered through a 
group annuity contract with an insurance 
company. The addition of the secondary 
group might, in some cases, bring the 
total employees still covered by the group 
policy below the permitted minimum un- 
der the contract. In such a case the in- 
surance company would have the alterna- 
tive either of stretching a point to permit 
the secondary step to become effective 
or of canceling the entire contract. 
Since the latter course would remove 
from the group coverage the numerous 
rank and file employees of the company 
and thus be definitely against the interest 
of the insurance company, it seems prob- 
able that some way would be found 
whereby the insurance company would 
continue to carry the rank and file and 
let the two top groups be covered by a 
pension trust. Such a way might be by 
canceling the old contract and entering 
into a new one which would only apply 
to company employees with wages below 
the minimum for the secondary group. 
This would restore the necessary mini- 
mum percentage of group coverage as to 
this lower wage group. 


Open to All 


h pertgpaicannien under similar procedures, 
it seems logical to suppose that the 


variable plan might, at some later date, 
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be extended feasibly to all employees de- 
siring to participate therein. Such a case 
would pose no Treasury Department 
problem and would involve simply can- 
celing any insurance company contract 
with respect to all future contributions. 


Eee writer believes that even among 
the rank and file employees there are 
many who know of and fear future price 
inflation, and also that many of such 
employees are far more sophisticated with 
regard to common stock investments than 
in bygone years. Many of them are too 
young to have the “1929 stock market 
break psychology” which prevents many 
people from ever buying stock again after 
their sad experience in that year. 

So utility managements which find that 
the variable idea offers valuable benefits 
both in employee protection against infla- 
tion and in improved employee relations, 
particularly among the older and better 
paid employees, may find the foregoing 
three-step procedure effective in accom- 
plishing what would not be feasible at 


“one fell swoop.” There is nothing sacred 
about the three steps. They could be 
changed to two, four, or five as desired. 
Personally, the writer believes that three 
should be a minimum. 


N° matter how a utility management 
may feel about the variable concept 
after reading this, the advantages which 
may be gained therefrom seem so pro- 
found and important as to warrant care- 
ful consideration and even reconsidera- 
tion before abandoning the idea. The 
three-step procedure seems to offer a 
feasible approach for making the entire 
overall plan ultimately effective. Even if 
the variable plan were to stop with the 
top echelon group or with the secondary 
group, much would have been accom- 
plished toward protecting from the rav- 
ages of future price inflation those officers 
and employees of the utility most needing 
and most desiring such protection. Such a 
result could not fail to bolster employee 
morale with respect to the one or two 
groups adopting the variable concept. 





Crewless Train Run by Electronics 


| ie three-car train to be used in the New York City Transit Au- 
thority's experiment with a fully automatic subway operation has 
been undergoing tests in the 2,600-foot tunnel of the Times Square- 


to-Grand Central shuttle. 


Authority officials have refused to discuss the tests, but it was 
learned the entire system probably would be tested. 
A special roadbed and rubber-padded rails have been laid on 


Track 4 of the shuttle train for the operation. It was learned that 
some trouble had been found with the relays operating tripper 
switches. The trippers actuate the train's brakes if the train fails to 
stop normally. 

Sone time ago, the Transit Authority set a target date of the 
week of October 2nd for public tests of the system, in which the 
closing and opening of doors and the starting, running, and stopping 
of the train is done with electronic devices. 
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A Utility Foundation Program 
For Professors 


By WILLIAM F. BARBER* 
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Nineteen gas, electric, and communications public utility companies 
sponsored a total of twenty-eight college professors for such a pro- 
gram during the summer of 1961. The author tells of the benefits he 
received and the benefits which he thinks sponsoring utilities can 
receive from such foundations for economic research and education. 


T was popular not so many years ago 
to refer to “the ivory tower exist- 
ence” of college professors. This 

group was felt to have set themselves 
aside and to have thus lost touch with 
reality. 

Of course this belief was largely a 
myth; college professors, as a highly 
educated group, are, as a rule, extreme- 
ly concerned with the problems around 
them. What truth might have been con- 
tained in the ivory tower myth is rapidly 
dissipating as college professors are be- 
coming increasingly involved in the de- 
cisions of the immediate world. 


*Assistant professor of marketing, San Diego 
State College, San Diego, California. For additional 
personal note, see “Pages with the Editors.” 
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However, it is all too common that 
these men entrusted with the education 
of young adults do not have the oppor- 
tunity to acquire a realistic knowledge 
of the operations of today’s business. 
Thus, when college professors speak out 
on problems confronting contemporary 
business leaders they may do so without 
an awareness of the complexity of the 
situation. They frequently do not see all 
sides of the issues. 


iene situation can partially be cor- 

rected by exposure to realistic busi- 
ness operations. One of the programs 
that is contributing to exposure is that 
of the Foundation for Economic Educa- 
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tion, Irvington - on - the - Hudson, New 
York. Among its many other activities, 
this nonprofit association conducts a 
summer fellowship program in which 
college professors visit businesses for six- 
week periods, providing very necessary 
opportunities to view the American free 
enterprise system at first hand. 

The fellowship is in no sense a sum- 
mer job, particularly as the $800 grant, 
in most cases, simply defrays the extra 
expenses of the recipient. Also, the pro- 
fessor probably makes no direct eco- 
nomic contribution to the success of the 
company during this period. 


+ pw the summer of 1961, 19 gas, 
electric, and communication public 
utilities sponsored a total of twenty-eight 
college professors from 27 colleges and 
universities through the Foundation for 
Economic Education’s College-Business 
Exchange Program. Public utilities par- 
ticipating included : 


Columbia Gas System Service Corpo- 
ration, New York, New York 
Detroit Edison Company, Detroit, 
Michigan 

Interstate Power Company, Dubuque, 
Iowa 

Iowa-Illinois Gas & Electric Com- 
pany, Davenport, Iowa 

Iowa Public Service Company, Sioux 
City, Iowa 

Mountain States Telephone & Tele- 
graph Company, Denver, Colorado 

New Jersey Bell Telephone Company, 
Newark, New Jersey 

New York State Electric & Gas Cor- 
poration, Binghamton, New York 

Niagara Mohawk Power Corporation, 
Syracuse, New York 


Northern Illinois Gas Company, Au- 
rora, Illinois 

Northern Natural 
Omaha, Nebraska 

Public Service Electric & Gas Com- 
pany, Newark, New Jersey 

San Diego Gas & Electric Company, 
San Diego, California 

Southern California Edison Company, 
Los Angeles, California 

Texas Gas Transmission Corporation, 
Owensboro, Kentucky 

United Gas Corporation, Shreveport, 
Louisiana 

Virginia Electric & Power Company, 
Richmond, Virginia 

Washington Gas _ Light 
Washington, D. C. 

West Penn Power Company, Greens- 
burg, Pennsylvania 


Gas Company, 


Company, 


In addition, thirty-one other businesses 


sponsored thirty-seven professors. The 
results of this shared experience are in- 
calculable but important. 


The Firm 


eon author was fortunate to have 
participated in this program as a 
guest of the San Diego Gas & Electric 
Company, San Diego, California. The 
company is a privately owned, independ- 
ent public utility serving the bulk of San 
Diego county and a small portion of 
Orange county with electric power and 
natural gas. It is not numbered among 
the nation’s giant utilities, but its 1960 
operating revenues exceeded $80 million 
and it employs almost 3,000 people. The 
area in which it serves has a population 
of approximately one million; it is one of 
the fastest-growing areas in the country. 

San Diego Gas & Electric is an ideal 
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company to observe under the summer 
fellowship program. It is large enough to 
have a wide variety of activities and yet 
small enough that an outsider can gain 
some understanding of the overall com- 
pany operations in a comparatively short 
time period. It is typical of independent 
utilities with its strong sense of public 
service and respect for the free enterprise 
system. 


Conduct of the Program 

HE author’s experiences were prob- 
ably similar to others on the pro- 
gram. The fellowship period was spent 
in meeting employees at all levels of re- 
sponsibility, from the president on down, 
in questioning them as to their concepts 
of their job, in observing, and in work- 
ing on actual projects to absorb the true 

flavor of empirical problem solving. 
Of course, a certain portion of time 


was devoted to pouring over organiza- 
tion charts and procedures. This is neces- 
sary in order to get an overall view of 
company operations. However, the real 
worth of any company lies not in its 
organization charts, but in its people. 
A business organization is first of all a 
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social unit; its members spend most of 
their active working life preserving that 
unit. The members tend to see their pur- 
poses in life as a partial reflection of 
company purposes. 

Because this is true simply talking with 
and questioning the people that go to 
make up the organization was the most 
valuable part of the experience. In par- 
ticular certain questions designed to learn 
reactions rather than to get specific an- 
swers were revealing. “What do you en- 
vision your job to be like five years from 
now ?” “What is the major problem with 
which you contend?” “If the budget for 
your department were doubled, what 
would you do with the funds?” The an- 
swers to these and other leading ques- 
tions were varied and always interesting. 


Dgenassic the physical plant of the 

company was included in the tour. 
Here it was necessary to just guess as to 
the possible implications of the activities 
occurring. For one studying business ad- 
ministration, the realm of generators, 
turbines, boilers, control panels, and 
switches smacks of the occult. But it 
would certainly be untoward to have spent 
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a good portion of a summer at a gas and 
electric utility without viewing at first- 
hand its production and transmission fa- 
cilities, and they do help to convey a feel- 
ing of the business. 

A utility is primarily a business and 
must be understood from that viewpoint, 
therefore a view of commercial activi- 
ties is particularly important. Advertising 
and public relations, sales, accounting, 
customer contact, cashiering, and others 
were all given proper time. 

In addition, opportunity was provided 

to participate in real problem solving sit- 
uations. Extended periods were spent in 
dealing with limited problem areas where 
a set of facts needed to be gathered and 
interpreted and then alternative decisions 
analyzed. Such projects were very val- 
uable in transmitting a feel for the busi- 
ness. 
This could probably be considered an 
outline of the typical activities in which 
a recipient of the fellowship would en- 
gage. In general the intent is to receive 
a broad overall view of company opera- 
tions. 


Benefits 

i b=. program of the Foundation for 

Economic Education benefits the re- 
cipient, the business firms participating, 
and the community at large. The college 
professors receiving the fellowships are 
able to form a greater understanding and 
appreciation of our business society. An 
integral part of the teaching profession 
is the attempt to push back the frontiers 
of knowledge, to throw new light upon 
an area of concern. When background in- 
formation has been expanded and ab- 
sorbed such efforts are likely to be more 
successful. Thus the increased knowl- 


edge of the business world is appreciated 
by the professor. 

In addition, the recipient feels better 
equipped to provide concrete examples 
for classroom illustration and discussion. 
College professors generally spend their 
nonscheduled time during the summer 
in research and study. This foundation’s 
program admirably contributes to this 
activity. 

The benefits to the utility or other 
participating business firm are possibly 
less direct but just as real. This enrich- 
ment of the experience of the college 
professor leads directly to better trained 
college graduates through the teaching 
process. These graduates, now more aware 
of social benefits of the business firm, have 
a more realistic and sympathetic attitude 
toward the public utility and other busi- 
ness organizations. This attitude, with its 
obvious benefits to more efficient opera- 
tions, would be diffused through large 
segments of the population over a period 
of years. 


nae important benefit the utility 
receives is the result of the self- 
examination process it must go through 
during this period. The recipient of 
the fellowship visits and talks with 


dozens of top middle management 
men during his stay. He is continually 
asking them to define and expand their 
remarks, 

Many of these management people 
begin to redefine and explore their 
preconceived ideas of company policies 
under this direct examination. This may 
lead to an increased awareness of the 
nature of the problems facing the utility 
and a desire to do something about them. 

Although the recipient of the fellow- 
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ship is in no sense acting as a consultant, 
the utility also benefits by the opinions 
of an educated unprejudiced outsider as 
to the condition of various practices in the 
company. Typically the professor will 
write a report to top management con- 
cerning his observations; in addition, his 
personal remarks and suggestions to many 
of those with whom he talks could pos- 
sibly be of direct benefit. 


A it would seem to be valuable for 
the participating college professor 
to become involved in at least one short 
project of the company while there. The 
extended tour, as if the company were a 
museum and the observer should look 
but not touch, really does not fulfill the 
intent of the program. To get a realistic 
impression of free enterprise in opera- 
tion, it is necessary to participate active- 
ly in a real problem-solving situation. The 
varied experience brought to this prob- 
lem by the professor should be of direct 
value to the company. 

To paraphrase a famous _ remark, 
“What is good for the country is good 
for business.” As our country prospers 
and becomes increasingly intellectually 
mature, our economic well-being will in- 


crease and business will thrive. The fel- 
lowship program aids in this develop- 
ment of a more mature knowledge of 
business. The benefits to the college pro- 
fessor are directly transmitted to stu- 
dents who in the very near future will 
become business and community leaders. 
Thus there are benefits to society as a 
whole. 


Conclusions 

i knowledge of the means and 

ends of the business world is appalling- 
ly scant. Business and society cannot es- 
cape from the consequences of that lack, 
as public opinion through the democratic 
processes affects governmental control 
and regulation. Bad legislation is largely 
the result of ignorance and misunder- 
standing. 

An improvement in education would 
seem to be thus of first priority. Business 
concerns, including public utilities, can 
aid in the process by co-operating with 
educational institutions and by hiring col- 
lege students and instructors in tem- 
porary and semipermanent positions and 
in encouraging such programs as that of 
the Foundation for Economic Education. 
The resultant benefits are unlimited. 





Light Bulb Durable 


LONG about 1926 Frank Dancer walked across the street from 

his harness shop in Independence, Kansas, and bought a light 
bulb—a big one, about 300 watts, he estimates. 

The bulb still burns and is in use nearly every day from five minutes 


to four hours. 


"| can't remember the year | bought it,'' Mr. Dancer said. ‘But 
I'd guess it was thirty-five to thirty-seven years ago. 
"| used to keep expecting it to burn out. Now I'm beginning to 


wonder.’ 
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Reproduction Cost as a Basis for 
Ad Valorem Railroad Taxation 


A consideration of the Interstate Commerce Commission's cost of 

reproduction as evidence of the market value of railroad property 

for purposes of ad valorem taxation. While use of ICC basic data, 

which are brought up to date periodically, may suggest a tool for 

the tax assessor, yet, in the light of inflationary conditions and sub- 

normal railroad earnings, such methods could result in overvaluation 
for tax purposes. 


By ROY L. LASSITER, JR.* 


D valorem taxation of public utilities 
poses significant problems in estab- 
lishing the value of these proper- 

ties and in maintaining equity between 
this and other classes of real property. 
The statutes of most states provide that 
real property is to be assessed at “full 
value,” “full cash value,” “fair value,” 
etc. These and similar terms have usually 
been interpreted as the price which would 
have been set in a transfer between in- 
formed buyers and sellers, acting volun- 


*Associate professor of economics, University 
of Florida, Gainesville, Florida. For additional per- 
sonal note, see “Pages with the Editors.” 


tarily, and bargaining “at arm’s length.”* 


The fact that entire public utility proper- 
ties are rarely sold does not alter legal 
intent, but rather forces estimation of 
market values. The procedures used to 
estimate market value must be consistent 
with the principle: “Determine the actual 
commercial worth of the property; that 
is, what it would command in the market. 
And such must be the objective if rail- 
roads and public utilities are to be treated 
like other property.’”” 


I ‘HE purpose of this article is to eval- 
uate ICC cost of reproduction as 
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evidence of the market value of railroad 
operating property and to establish the 
impact on the railroads of the apparent 
widespread use of this cost as an evidence 
of value for ad valorem tax purposes. 
The analysis does not attempt to deal with 
the problems of allocating the value of 
railroad property between taxing juris- 
dictions, equalization of assessment ratios 
after market values have been estimated, 
or to evaluate the other two major evi- 
dences of value, capitalized earnings and 
market value of stocks and debt. Neither 
is reproduction cost evaluated as to its 
applicability as a rate base. The chief 
concern is with ICC reproduction cost 
and its relevancy to the market value of 
entire railway systems. as units. 

The importance of the appropriate 
choice of evidence of market value is 
illustrated in the findings of an Associa- 
tion of American Railroads study which 
stated “that $141,187,824 in excess taxes 
was exacted from the railroads in 1957 
in 31 states solely because railroad proper- 
ty was assessed and valued higher than 
other property that was subject to the 
same tax rates.’ 


ICC Cost of Reproduction 

yong ICC reproduction cost rep- 

resents the cost of reproducing the 
existing property at current prices.’ The 
basic data were determined under the 
provisions of the Valuation Act of 1913 
and this cost was established as of the 
valuation data in terms of 1914 prices 
by the Bureau of Accounts of the Inter- 
state Commerce Commission. The bureau 
adjusts its data primarily on the basis of 
information reported by the railroads 
regarding additions, replacements, and 
retirements, and reports cost in terms of 
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current price levels. The data reported by 
the bureau are: cost of reproduction new, 
and cost of reproduction less depreciation, 
both excepting land and rights; original 
cost, except land and rights; present value 
of land rights; and working capital, in- 
cluding material and supplies.® 

The major item considered here is cost 
of reproduction less depreciation and plus 
the present value of land and rights, since 
this combination is most widely used to 
estimate the value of operating property 
for ad valorem tax purposes. This com- 
bination will be referred to hereafter as 
net reproduction cost. 


Evaluation of ICC Cost of Reproduction 
As Evidence of Market Value 
HE market value of a group of assets 
is the discounted future earnings 
which these assets can produce. Market 
value changes as expected future earnings 
change and is directly related to changing 
economic conditions, physical deteriora- 
tion of the assets, and, in substantial part, 
reflects the ability of management to pro- 
duce income from the assets. Thus, any 
approximation of market value for tax 
purposes must be directly related to the 
earnings which the property can reason- 
ably be expected to generate in the future. 
The earnings of all class I railroads 
in the post World War II period are 
indicative of their changing economic 
status. Since World War II the net rail- 
way operating income of these railroads 
has not increased, although there have 
been year-to-year fluctuations. (Table I, 
page 669.) Significantly, net railway 
operating income has declined steadily 
since 1955. As a group the railroads have 
not participated in the postwar prosperity 
and, in fact, have lost relatively as in- 
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creasing competition from other modes 
of transportation has developed. 


‘Papptenginrgrioat the net reproduction 
cost of these railroads has increased 
rapidly as inflation has contributed to the 
increasing cost of reproducing operating 
properties. Between 1946 and the end of 
1959 the net reproduction cost of the 
class I railroads increased by $25.8 billion. 
(Again see Table I.) This amounts to a 
compound rate of increase of 8 per cent 
per year. During the same period net 
property investment increased by only 
$5.8 billion, which would indicate that 
most of the increase in net reproduction 
cost was attributable to price level 
changes. 

When net railway operating income of 
all class I railroads is expressed as a per 


z 


cent of net reproduction costs, this rate 
of return has not been as high as 4 per 
cent in the postwar period, and for most 
of the years has been below 3 per cent. 
(Again see Table I.) It should be empha- 
sized that these data do not indicate net 
returns on operating property since net 
railway operating income is determined 
before fixed interest charges are deducted. 
Net returns on operating property would 
be appreciably lower if adjusted for fixed 
interest charges. 


Sx the data utilized so far have been 

for all class I railroads, it might be 
argued that they are not necessarily indi- 
cative of the validity of reproduction cost 
as evidence of value for some of the more 
profitable roads. However, the data for 
1959 (the latest year for which informa- 


TABLE I 


NET RAILWAY OPERATING INCOME, NET REPRODUCTION COST, NET 
PROPERTY INVESTMENT, AND RATES OF RETURN ON NET REPRO- 
DUCTION COST AND NET PROPERTY INVESTMENT FOR THE 
CLASS I RAILROADS IN THE UNITED STATES, 1946-59 


Net Railway 
Operating 
Income 
(Millions of 
Dollars) 


Net Repro- 
duction 
Costt 
(Millions of 
Dollars) 


$22,588.7 


Year 


44,197.6 
46,556. 

47,625.9 
48,372.7 


Property 
Investment 
(Millions of 

Dollars) 


Net Rate of 
Return on 
Net Repro- 
duction Cost 
(Per Cent) 


2.75 


Rate of 
Return on 
Net Property 
Investments? 
(Per Cent) 
295 
3.44 
4.31 
2.88 
4.28 
3.76 
4.16 
4.19 
3.28 
4.22 
3.95 
3.36 
2.76 
222 


4 End of year. Comprised of reproduction cost, less depreciation, plus the present value of land 
and rights. 
2 Rate of return on average of beginning and ending of year investment, 
Source: Railroad Transportation, Washingtom: Association of American Railroads, December, 
1960; and Elements of Value of Class I Line Haul Railroads, Washington: Interstate Commerce 
Commission, 1946-60. 
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tion is available) indicate that for five 
roads, which are generally recognized as 
relatively profitable, the average rate of 
return amounted to only 2.9 per cent on 
net reproduction costs (Table II, page 
671). The highest rate of return in the 
year was for the Chesapeake & Ohio and 
this return was less than 4 per cent. 

If net reproduction costs for all class 
I railroads are projected on the basis of 
the rate of increase experienced in the 
postwar period, this cost would amount 
to $487 billion by the end of 1989. (Table 
III, page 671.) If only one-half this rate 
of increase actually takes place the net 
reproduction cost would amount to $157 
billion in the same year and would be 
three times as great as this cost in 1959. 
It should be emphasized that these in- 
creases can take place independently of 
the direction in which the earnings of 
the properties move. 


eon characteristics of net reproduc- 
tion cost as evidence of market value 
have been discussed by others. For ex- 
ample, Professor Martin stated: 


For one thing the estimation of re- 
production cost and of depreciation is 
a difficult and expensive undertaking 
subject to substantial error. Someone 
has said bluntly, “It is easier to ac- 
curately estimate the market value of 
a railroad than accurately to estimate 
its reproduction cost after deprecia- 
tion” . . . For a second thing, even if 
the reproduction cost minus deprecia- 
tion were accurately known, it would 
scarcely be relevant evidence of the 
current market value of a monopolistic 
property, mostly in the nature of “sunk 
investments,” which is geographically 


OCTOBER 26, 1961 


dispersed, which is made up of parts 
having widely varying ages, and which 
operates as one whole.’ 


The U. S. court of appeals found : 


No doubt, historical cost and repro- 
duction cost less depreciation as de- 
termined by the Interstate Commerce 
Commission would be of help in deter- 
mining value if one knew or could find 
out how much to discount such figures 
for permanent impairment of the value 
of the systems due to highway or other 
forms of competition and other changed 
conditions which have apparently come 
to stay. . . . Without knowing what 
portions of the system actually justify 
their present-day existence, the cost of 
reproducing the entire system, or value 
... An estimate of value in excess of 
the amount upon which, it can honestly 
be believed, the property is capable of 
earning an acceptable rate of return, 
cannot be sustained.® 


The Interstate Commerce Commission 
stated: 


Inflationary processes are and have 
been so strong that it is clear that esti- 
mates of cost of present-day reproduc- 
tion, while useful in measuring infla- 
tionary forces, need not be given 
controlling consideration in estimating 
value of public service property for 
rate-making purposes. No prudent man 
would consider reproducing the prop- 
erties on the basis of the extremely 
high reproduction costs estimated.® 


i ew Special Study Group on Trans- 
portation Policies in the United 


States indicated : 


Cost as evidence of value: Cost, 
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TABLE II 
NET REPRODUCTION COST AND NET RAILWAY OPERATING 
INCOME OF SELECTED CLASS I RAILROADS IN 1959 


Rate of Return 
On Net 
Net Net Railway Reproduction 
Reproduction Operating Cost 
Railroad Cost Income (Per Cent) 


Atchison, Topeka & 

Santa Fe $2,520,062,000 $159,557,000 2.36 
Chesapeake & Ohio 1,582,901,000 59,940,000 3.79 
Great Northern .... 1,268,426,000 24,210,000 1.91 
Norfolk & Western . 1,426,072,000 53,687,000 3.76 
Seaboard Airline .. 712,769,000 19,078,000 2.68 


All Five Roads ....  $7,510,230,000 $316,472,000 2.88 


Source: Elements of Value of Class I Line Haul Railroads, Washington: 
Interstate Commerce Commission, November 4, 1960; and Moody’s Trans- 
portation Manual, 1960. 


& 


whether it be original cost or repro- which are equal to, or bear any uni- 
duction cost, is poor evidence of sys- form relation to reproduction cost less 
tem value for railroads.’° depreciation." 


The Board of Investigation and Re- Conclusions 
search stated : |. per on the preceding discussion the 
It should be clear from the preced- following inferences may be drawn: 
ing discussion of cost as an evidence 1. The rates of returns on net repro- 
of value that state property tax laws duction costs in the postwar period in- 
do not contemplate assessed valuations dicate that the class I railroad systems in 


& 


TABLE Ill 


PROJECTED NET REPRODUCTION COSTS OF THE CLASS I 
RAILROADS FOR THE YEARS 1969, 1979, AND 1989 


Net Reproduction Net Reproduction 
Cost @ 8% Rate Cost @ 4% Rate 
Year Of Increase Of Increase 
1959 $ 48,372,700,000 (actual) $ 48,372,700,000 (actual) 
1969 104,433,000,000 ,603,400,000 
1979 225,463,100,000 105,990,500,000 
1989 486,757,900,000 156,891,900,000 
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the United States would not be repro- 
duced and thus present net reproduction 
costs do not bear a relationship to market 
value. This conclusion also is generally ap- 
plicable to the more profitable operations. 

2. Astute management may have some 
ability to influence the earnings of rail- 
road properties. However, management’s 
ability to control reproduction cost is 
limited to its ability to increase the in- 
vestment in operating property, which 
is not likely in the face of declining earn- 
ings, or to destroy or abandon property. 
The last alternative is not open since pub- 
lic utilities are required to provide service 
and rarely do the regulatory agencies 
grant permission to abandon. Manage- 
ment has little or no control over the 
major determinant of reproduction cost; 
1. e., the general price level. 

3. As inflation increases reproduction 
cost, the use of this cost as an impor- 
tant evidence of value contributes to con- 
fiscatory taxation, unless earnings in- 


crease with the cost of reproducing the 
property. The declining demand for rail 
transportation, resulting from increased 
competition from other carriers, has pre- 
vented and will continue to prevent a rate 
structure which would yield a “fair rate 
of return” on reproduction cost. 

4. The lack of direct relationship be- 
tween the earning power of the prop- 
erty and reproduction cost makes exten- 
sive reliance on reproduction cost as evi- 
dence of value of railroad properties for 
ad valorem tax purposes inconsistent 
with the willing buyer-willing seller con- 
cept of value, and thus violates the intent 
of state property tax laws and results in 
discriminatory overvaluation of railroad 
operating property. 

5. The choice of evidences of value is 
as significant in the process of achieving 
equity in taxation as equalizing assess- 
ments after value has been established. 
Overvaluation can be fully as discrim- 
inatory as unequalized assessment. 


Footnotes 


1 Board of Investigation and Research, Carrier 
Taxation, Washington: U. S. Government Print- 
ing Office, House Document No. 160, 79th Con- 
gress, lst Session, p. 102. 

2 Public Finance, by M. S. Kendrick, Boston; 
Houghton Mifflin, 1951, p. 242. 

8 The extent of use of reproduction costs as evi- 
dence of value is indicated in, Committee on Unit 
Valuation, Appraisal of Railroad and Other Public 
Utility Property for Ad Valorem Tax Purposes, 
Chicago: Federation of Tax Administrators, June, 
1954, pp. 59, 60, and Special Study Group on Trans- 
portation Policies in the United States, National 
Transportation Policy, Washington: U. S. Govern- 
ment Printing Office, committee print, 87th Con- 
gress, Ist Session, p. 479. 

4 Magna Carta for Transportation, Washington: 
Association of American Railroads, p. 48. 

5 For an extensive discussion of the methods 
employed in determining ICC reproduction cost 


see Committee om Unit Valuation, op. cit., pp. 
54-59, and Bureau of Accounts, Elements of Value 
of Profits, Class I Line Haul Railways, Washing- 
ton: Interstate Commerce Commission, November 


6 Bureau of Accounts, op. cit. 

7“Marshaling the Evidence of the Value of 
Public Utility Property,” by J. W. Martin, Pro- 
— of the National Tax Association, 1955, 


p. 111. 

8 Bailey N. Megan, 102 F2d 651, 655. Quoted 
from Proceedings of the National Tax Assoctation, 
1957, pp. 467, 468. 

9 Increased Freight Rates, 1951, 284 ICC 589, 608. 
Quoted from Proceedings of the National Tax As- 
sociation, 1957, p. 467. ; 

10 Special Study Group on Transportation Poli- 
cies in the United States, op. cit., p. 478. ; 

a of Investigation and Research, op. cit., 
p. 115. 
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The Problem of Fractional Shares 


A article in your April 27th number, 
“Some Answers to the Question of 
Stock Dividends” by Mr. W. F. Stanley, 
suggests a sale of grouped stock dividends 
through investment bankers. It is difficult 
to see how this will maintain “. . . the non- 
taxability of the stock dividends . . .”” While 
such sales have the advantage of being 
treated as capital gains, the tax is imposed 
irrespective of the method of sale. 

The problem of handling fractional shares 
received as dividends has already been 
solved by many companies, but seldom by 
conversion into cash by the issuer. Standard 
Oil of Indiana does it this way (the stock 
distributed is that of another company) but 
American Electric Power, Dow Chemical, 
Franklin National Bank, and Monsanto 
Chemical, to name a few, send out a com- 
bination certificate and order blank, which, 
when signed and returned to a designated 
agency, results in purchase to make a full 
share or sale for cash. Buy and sell orders 
are matched, resulting in dealings close to 
the market. 

Mr. Stanley’s remarks are unfavorable to 
stock dividends for small investors, but evi- 
dence mounts that they are popular, else the 
companies distributing them would hardly 
be increasing as they have in recent years. 
Monsanto polled their stockholders on the 
subject, received a favorable response and 
therefore continued the practice. Not men- 
tioned by Mr. Stanley is the experience of 
Citizens Utilities after starting stock divi- 
dends. For some time the two classes of 
stock sold on about the same basis, but be- 


fore long the “A” stock (dividends in stock) 
pulled ahead. Shortly after the above article 
appeared the “A” stock was 22} bid while 
the “B” stock (60 cents cash dividend) was 
19}. Today the bid prices are 29} and 28}, 
respectively. 


FF years Commonwealth Edison, a staid 
and conservative dividend payer, sold at 
an average price-earnings ratio of 15. Since 
stock dividends were initiated three years 
ago, the ratio has increased to 20, based on 
average price of the first eight months of 
1961 and twelve months’ earnings of $3.89. 
Based on the current price of 94 the price- 
earnings ratio is 24. The rising price trend 
probably results to some extent in a rising 
list of stockholders. 

Something similar to the suggestion of 
Mr. Stanley was tried by the Franklin Na- 
tional Bank. Arrangements were made for 
stockholders to sell full shares received as 
stock dividends, up to ten in number (as 
well as fractional shares) at a fixed price 
through a broker, but without a commission. 
There was little use made of this service and 
it was soon discontinued. 

While not conclusive, the above examples 
offer rather strong evidence of the popular- 
ity of stock dividends, perhaps even among 
small investors. 


—L. C. PETERMAN, 
Consulting engineer, 
Ford, Bacon & Davis, Inc., 
New York, New York. 
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AGA Backs FPC Area 
Price Policy 


— for the Federal Power Com- 
mission’s area pricing formula for 
natural gas, reaffirmed recently by the 
commission’s new chairman, Joseph C. 
Swidler, came this month from L. T. 
Potter, outgoing president of the Ameri- 
can Gas Association. (See, also, page 
705.) 

The AGA’s backing of the area pricing 
system was contained in Potter’s speech 
before the association’s annual convention 
at Dallas, Texas, early in October. 


He called the FPC’s area pricing pat- 
tern for natural gas a “masterful ef- 
fort to establish something workable in 
the regulation of field prices for gas.” 
Potter also said that the commission’s 
policy declaration on area pricing was the 
only one yet suggested which had “any 
semblance of rationality.” 

The convention also heard several 
speakers, including W. M. Elmer, presi- 
dent of the Texas Gas Transmission 
Corporation of Owensboro, Kentucky, 
and William G. Hamilton, Jr., president 
of the Gas Appliance Manufacturers As- 
sociation, and the American Meter Com- 
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pany of Philadelphia, call for intrain- 
dustry co-operation and unity in order to 
ward off serious financial setbacks. 
Potter’s statement was the first from 
a prominent gas industry spokesman since 
Swidler reaffirmed the FPC’s area pricing 
formula, first initiated last year under 
Chairman Jerome K. Kuykendall. Under 
IPC policy, a price pattern will be estab- 
lished for each producing area. This will 
reduce individual hearings in establishing 
rates. Previously, court decisions had in- 
sisted that the commission use a utility- 
type rate-base cost-of-service formula in 
setting a field price for each producer. 


._- AGA president, also the president 
of the Lone Star Gas Company of 
Dallas, noted that the implementation of 
the new FPC formula was being ham- 
pered by sniping at certain details of the 
policy. In a plea for co-operation, he 
asked the industry to forgo attacks upon 
detail and accept the principle of the FPC 
system. Potter said that these attacks are 
in direct contrast to a trend among the 
three segments of the industry—distribu- 
tors, pipeline companies, and producers— 
to achieve greater understanding. 

Potter stated that if the objections in 
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detail being offered by some groups in the 
gas industry to the establishment of the 
area pricing principle should result in 
making further natural gas regulation 
progress impossible, the industry may 
find itself facing an uncertain future. He 
hoped the industry “will exercise states- 
manship” to the extent of sustaining 
“what ought to be an acceptable principle” 
instead of attacking it in detail. 

Hamilton, in his talk, said that in the 
past industry progress had come about 
because all three segments of the industry 
moved forward together, and because of 
a pooling of money, efforts, and talents. 
Only through the continuation of this 
policy would the gas industry remain 
strong, he said. 

Elmer also stressed the importance of 
intraindustry understanding in order 
for the gas industry to retain the con- 
tinued support of its customers, suppliers, 
and the investing public. One of the pri- 
ority projects of the industry, he said, 
was to establish price stability of natural 
gas. All segments of the industry should 
work more closely with the regulatory 
agencies to achieve this objective, it was 
pointed out. 

> 


Northeast Airlines Merger 
Now Uncertain 


vend in October, Washington sound- 
ing boards predicted that a North- 
east Airline merger with Mohawk Air- 
lines was only a matter of time, primarily 
because of Northeast’s unsteady financial 
position. 

However, these predictions were ren- 
dered uncertain by what seemed to be a 
new effort by the faltering airline’s chief 
stockholders — Atlas Corporation and 
Hughes Tool Company—to save North- 
east by injecting into its bloodstream a 


strong dose of that cure-all — money. 

Atlas, an investment company, controls 
Northeast through ownership of about 
55 per cent of the airline’s stock. Hughes 
Tool, on the other hand, which owns 
about 10 per cent of Atlas’ stock, is con- 
trolled by financier Howard Hughes. 

At the end of September, Hughes Tool, 
Atlas, and Northeast filed with the Civil 
Aeronautics Board for approval a con- 
fidential “memorandum of understand- 
ing” which was apparently a plan for 
providing financial aid to the airline. The 
three companies asked the CAB to with- 
hold the document from public disclosure. 
The board put it under lock and key, but 
then changed its mind and announced the 
document would be made available to the 
public and the press because “disclosure 
is required in the interest of the public.” 

It was at this time that all sorts of 
rumors were flying concerning the merger 
of Northeast with Mohawk. Under the 
proposal, Mohawk would have taken over 
Northeast’s New England network, and 
Eastern and National airlines would have 
assumed Northeast’s Florida routes. In 
return Northeast would have received a 
combination of common stock, stock pur- 
chase warrants, and notes for its assets 
from Mohawk, Eastern, and National. 


—— after the CAB said it was go- 
ing to make public the Atlas-Hughes 
Tool-Northeast document, the three con- 
cerns requested withdrawal of their ap- 
plication for approval of the agreement 
and erasure of the document from the 
board’s records. After a consultation, the 
CAB announced it was permitting the 
withdrawal of the application but was 
hanging on to the document itself. The 
CAB did not say whether it would per- 
manently keep the application under 
wraps, but left the way open to make it 
public later by refusing to go along with 
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the request to physically erase the mem- 
orandum from the CAB’s records. 

Naturally, there was never any official 
disclosure of what the plan contained, 
except that a plan to financially aid North- 
east seems logical. Neither was there any 
explanation from Northeast, Hughes 
Tool, Atlas, or the CAB why the com- 
panies considered secrecy of their agree- 
ment so important. But the CAB did say 
when it promised to make the document 
public that the three feared its disclosure 
“may adversely affect” their interests. 

The Hughes and Atlas offer, whatever 
it might have been, was prompted by an 
investigation the CAB opened in June in- 
to merger and other prospects for North- 
east. The CAB said that the line’s “pres- 
ent and future financial positions are of 
particular concern to the board.” The in- 
vestigation produced no recommendation, 
and no other results than the Mohawk- 
Eastern-National offer. Should North- 
east accept the offer, it would still be sub- 
ject to CAB approval. 


HE CAB has indicated that it regards 
a merger as the best solution to 
Northeast’s financial difficulties. Despite 
the addition of a Florida route a few years 
ago, the company has not been able to 
show an operating profit since 1956. 
Northeast’s service to Florida has been 
criticized by Eastern and National on the 
ground there is not sufficient passenger 
traffic to support three lines on that route. 
Northeast in 1960 had a loss of $10.8 
million on sales of $38.9 million; it had 
a deficit of $2.8 million for the first half 
of 1961. Its June 30th balance sheet 
showed current liabilities $8.8 million 
larger than current assets. The line also 
owes substantial sums to Atlas and Hughes 
Tool. It had $26 million of subordinated 
debt outstanding besides $7.8 million of 
equipment obligations on June 30th. 
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Earlier this year, Northeast had tried 
to interest Trans World Airlines into ac- 
quiring Northeast through merger, but 
TWA rejected this proposal. 


> 


Plan New Natural Gas 
Pipeline 

} FPC has received an application 

for a certificate of approval from 
the Transcontinental Gas Pipe Line Cor- 
poration (Transco) which, if approved, 
would result in the construction of a 188- 
mile transcontinental gas pipeline stretch- 
ing from Mississippi to Pennsylvania. 

The overall $49 million expansion pro- 
gram to be undertaken by the concern is 
designed to increase gas deliveries by 93 
million cubic feet per day to 32 existing 
natural gas resale customers (distributors) 
in nine states. 

The new 36-inch, 188-mile pipeline is 
the largest single part of the proposed 
program. It would be laid parallel to the 
existing system in Louisiana, Mississippi, 
Alabama, Georgia, the Carolinas, Virgin- 
ia, Maryland, and Pennsylvania. 

Transco also plans to install an addi- 
tional 46,800 compression horsepower at 
13 compressor stations in seven states. 
Other construction detailed in the appli- 
cation included 28 miles of 24-inch and 
20-inch gathering laterals in Louisiana, 
metering and regulating facilities in Bucks 
county, Pennsylvania, and new compres- 
sors in Texas. 

Transco, a $700 million transmission 
company, is the major supplier of natural 
gas to the New York city-New Jersey- 
Philadelphia metropolitan areas. 


> 


Washington Transit Agency to 
Start Program 


 ocaea Kennedy signed into law 
legislation which will enable the Na- 
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tional Capital Transportation Agency to 
carry out the first part of its program to 
establish a modern mass transit system 
for the nation’s capital, despite a sharp 
decrease in its expected appropriation 
from the Congress. 

Hopes for more speedy action by the 
agency were slightly dampened during 
the final days of the first session when the 
Congress cut by more than half the funds 
which will allow the group to start ini- 
tial work on the transit network. The 
NCTA was allotted $2.5 million in the 
supplemental appropriations bill as first 
passed by the Senate, but a joint House- 
Senate conference report as finally ap- 
proved by both houses of Congress cut 
the amount to $1 million. 

The money is designated to purchase 
mass transit rights of way, stations, and 
parking lots along principal arteries in 
outlying suburban areas of Virginia and 
Maryland leading to Washington. 


t bs bill (S 2397), signed into law by 
the President, allows the NCTA to 
carry out “Part I” of its transit develop- 
ment program by providing authorization 
for “acquisition .. . of land for future ex- 
press transit service in conjunction with 
the development of certain new highways 
and parkways in the national capital re- 
gion.” 

The agency has said it will go ahead 
with all its Part I projects, but at a slow- 
er pace because of the money cut by 


Congress. 
> 


Electric and Coal Statistics 


Released 


fers which predict an increased use 
* of coal, and others which show a jump 
in the cost of electricity, have been made 


public by the Bureau of Mines and Fed- 
eral Power Commission, respectively. 

Coal demand should reach 670 million 
tons a year in the United States by 1975 
as compared with the 1960 production fig- 
ure of 434 million tons, 

Most of the expected increase in coal 
demand, the bureau says, will result from 
projected expansion of electric power 
generation by both investor-owned and 
government power utilities. Coal is slated 
to provide the largest share of energy 
for an annual output of 1,772 billion kilo- 
watt-hours of electricity estimated for 
1975. The amount-of coal used for power 
generation alone in 1975 may exceed last 
year’s total production. 

The coal industry must contend with 
serious problems for some time to come, 
the bureau believed, but added that it can 
also expect larger markets as the na- 
tion’s energy needs expand. 


PC statistics showed that the aver- 

age monthly residential electric bill 
jumped by one to two cents during 1960. 
The report showed that the average 
monthly bill for 250 kilowatt-hours of 
residential electric service at the beginning 
of the year was $7.45, compared with 
$7.44 a year earlier, and $7.36 as of Jan- 
uary, 1959. The average monthly bill for 
100 kilowatt-hours also increased by one 
cent during the year, from $4.04 to $4.05. 
The average bill for 500 kilowatt-hours 
was $10.65 last January Ist, compared 
with $10.62 a year earlier. The average 
residential consumer was using 317 kilo- 
watt-hours per month as of January, 1961. 

Commercial electric service bills, on 
the other hand, showed a slight decrease 
during 1960. The average bill for 6,000 
kilowatt-hours was $164.11 at the start 
of this year, down from $165.12 recorded 
twelve months earlier. 
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Presidential Advisers Endorse 


“Project West Ford” 


SPECIAL panel of the President’s 

Science Advisory Committee has 
advised astronauts and astronomers that 
they have nothing to fear from the Air 
Force’s communications “Project West 
Ford.” It is the Air Force’s plan to fire 
350 million copper filaments, weighing a 
total of 75 pounds, into a circular polar 
orbit about 2,360 miles above the earth. 
The purpose of the project will be to test 
a new system for long-range radio com- 
munications. 

The tiny copper hairs will act as re- 
flectors of microwaves transmitted from 
ground stations. Such a system would 
function in a similar way to the passive 
satellite Echo I. 

A great deal of controversy has arisen 
over “Project West Ford” despite an as- 
surance on August 11th by the National 
Aeronautics and Space Council that only 
one such test would take place until the 
results could be fully analyzed and eval- 
uated. 

The Space Science Board of the 
National Academy of Sciences has also 
given its blessing to the experiment. 

A number of other scientists have ob- 
jected to the project on the ground that 
the little hairs might interfere with both 
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light and radio waves in space, thus hurt- 
ing both optical and radio astronomy. It 
has also been suggested that the copper 
hairs might act as micrometeoroids to 
the detriment of spacecraft and space 
travelers. 


HE Soviet Union has even gotten 
into the act with a protest letter from 
the Soviet Academy of Sciences to D. W. 
Bronk, president of the United States 
National Academy of Sciences. The Rus- 
sian note stated that “Project West Ford” 
may possibly have “dangerous conse- 
quences to artificial satellites on earth, es- 
pecially those with a man on board.” The 
Russians also fear that the project might 
“become a precedent for more extensive 
experiments of a similar kind which will 
result in serious contamination of near 
terrestrial space.” The Russian’s concern 
over the possible contamination of space 
seems strange to a good many observers 
since the same concern evidently does 
not extend into the field of the testing 
of atomic bombs. At this present writing, 
eighteen such blasts have been set off 
by the U. S. S. R. in its present series of 
tests. 
The President’s special panel stated on 
October 5th that the experiment would 
not impair ability to make scientific ob- 
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servations. It also concluded that the ex- 
periment would not pose any additional 
hazard to manned space flights. It ad- 
mitted, however, that orbiting astronom- 
ical telescopes might have to avoid ob- 
servations through the belt but it stated 
that one way to avoid this would be to 
put the satellite in orbit above the belt of 
copper wires. 


fie scientists of the Lincoln Labora- 
tory of the Massachusetts Institute 
of Technology, Irwin I. Shapiro and Har- 
rison M. Jones, have estimated that the 
average lifetime of the filaments will be 
seven years. They believe that the feeble 
pressure of sunlight will gradually push 
the hairs down closer to the atmosphere 
where they will be destroyed. This calcu- 
lation is based on the assumption that the 
launch will be made about the time of the 
winter solstice, December 21st. It is 
understood that the Air Force hopes to 
launch “Project West Ford” before that 
date if it is at all possible. 


¥ 


HEW Bans Telephone 
Monitoring 


bes Department of Health, Educa- 
tion, and Welfare has issued a di- 
rective designed to stop the monitoring 
of telephone conversations in that depart- 
ment. The directive, which was issued by 
Secretary Abraham A. Ribicoff, specified 
that when any sort of third-party listen- 
ing in is deemed necessary, both parties 
to the conversation should be advised. 

Earlier, the House Government Opera- 
tions Committee took a broad swipe at 
the department when it was asserted that 
HEW had more known listening-in fa- 
cilities than any of the other 37 agencies 
covered by the committee’s study. The 
House committee stated that 


When monitoring is done secretly 


and becomes eavesdropping, the bu- 
reaucracy is sacrificing principle to the 
altar of efficiency. No matter what the 
excuse, there is something mean and 
unprincipled in a government official’s 
arranging for a secretary or a tran- 
scribing machine to eavesdrop on 
telephone calls. 


Secretary Ribicoff did not ban all 
monitoring since he took note in his di- 
rective that the occasion might arise when 
it would be necessary to have a secretary 
pick up an extension telephone to tran- 
scribe accurately address, dates, and such 
material that might be mentioned in a 
telephone conversation. However, when 
this is done all parties on the line should 
be so advised. 

The directive stated: 


... L see no need to incur added ex- 
pense for special “gadgets” to facili- 
tate regular monitoring. Hereafter no 
such “listening in” or monitoring shall 
be permitted without the knowledge of 
all parties to the conversation. All tele- 
phone devices which are currently in 
use to facilitate such monitoring shall 
be taken out or disconnected and no 
further ones shall be installed. 


In its statement on telephone monitor- 
ing, the House committee did not con- 
demn all telephone monitoring but sug- 
gested that when there was a valid reason 
for such activities they should be carried 
out only under clearly written guide lines. 


oa 
Underwater Telephone System 
Produced for the Navy 


i a INpusTRIEs of Metuchen, New 
Jersey, has delivered a new under- 


water telephone system to the Navy’s 
Bureau of Ships. The system basically 
consists of a transducer which acts as a 
two-way microphone in sending or receiv- 


OCTOBER 26, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


ing; a receiver-transmitter; and a control 
box. When a ship’s Captain speaks into 
a telephone his voice is converted by the 
transducer into a sound wave which is 
beamed underwater. At the receiving end 
the sound wave is converted back into an 
electrical signal which is heard by the 
listener over a conventional telephone re- 
ceiver or a speaker. 

More than 148 of these sonar tele- 
phone systems have been delivered as 
part of an order in excess of $400,000. 
The sonar system enables surface or sub- 
marine vessels to talk to one another, 
forming another vital link in our defense 
communications system. 


> > 


Inflated Dome Protects Bell’s 
Space Antenna 


7. Bell system’s space communica- 
tion center near Andover, Maine, 
now boasts the world’s largest inflated 


earthbound structure. The huge nylon 
dome is 210 feet across and 160 feet high 
and forms a temporary cover within 
which technicians will assemble a 300-ton 
steel and aluminum antenna for future 
experiments in outer space. The dome 
weighs about 12 tons and is approximate- 
ly .050 inches thick and is supported by 
internal air pressure. At the end of De- 
cember this temporary dome will be re- 
placed with one which is practically 
transparent to radio waves. 

The construction near Andover will be 
a vital link in the Bell system’s “Telstar” 
space communications experiments. Proj- 
ect “Telstar” will involve the launching 
of two active communications satellites. It 
is expected that the first of these will be 
launched in April. The “Telstar” satel- 
lites will be launched from Cape Canaver- 
al by the National Aeronautics and Space 


Administration, with the Bell system pay- 
ing all expenses. 

In addition to testing transmission 
characteristics of satellites, the experi- 
ments will also check the performance of 
facilities being developed to point ground 
antennas and for tracking stations. The 
satellites will be thrown into an elliptical 
orbit ranging from 1,000 miles at the 
nearest point to about 3,000 miles at the 
furthest from the earth. 


NCE the “Telstar” satellites are in 

orbit they are expected to gather 
much information that will be of value 
when a space communications system be- 
comes a commercial reality. These satel- 
lites will have a comparatively short life 
but they will measure the effects of radi- 
ation and temperature on various compo- 
nents. In addition they will test protective 
measures being taken, such as sheets of 
sapphire to shield solar cells. When the 
permanent satellite system is launched it 
is anticipated that the relay stations will 
stay in orbit for ten years or more. 

In these experiments the Bell system 
will assume all of the financial obligations. 
Bell will furnish all of the satellites 
and the ground station facilities and it 
will reimburse the NASA for rockets as 
well as for launching, tracking, and other 
expenses. These “Telstar” tests are of 
great importance since much that is 
learned through them will be of benefit 
when the permanent system is put into 
orbit. 

The importance of establishing a 
satellite communications system can be 
understood when it is realized that about 
4 million overseas telephone calls were 
placed last year and it is expected that 
the volume of such calls will increase 20 
per cent annually. 
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Financial News 


and Comment 


By OWEN ELY 


Chairman Swidler Confirms 


FPC Use of “Area Prices” 


|. pees on his recent address before the 
Independent Natural Gas Association 
meeting at Houston, FPC Chairman 
Joseph C. Swidler’s views regarding the 
commission’s problems and policies may 
be summarized as follows: 

Hundreds of separate cases have now 
been consolidated into the “area rate pro- 
ceedings.” While the report of Chief Ex- 
aminer Marsh in the recent Southern 
Louisiana proceedings has raised a ques- 
tion as to whether such proceedings will 
be useful rate-making devices, Mr. Swid- 
ler’s own view is that they will prove to 
be the most important single tool for de- 
veloping a sound framework for producer 
rate regulation. He said: 


I do not believe the production of nat- 
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ural gas lends itself readily to an in- 
dividual well-by-well or even company- 
by-company cost-of-service and rate of 
return approach. .. . We cannot expect 
(the independent producer) to continue 
risking his money exploring for gas at 
the pace which the national interest 
requires without offering hope of some- 
thing more than a return on the money 
expended at the level which is usual for 
the largely risk-free investments in 
conventional utility enterprises. 


He stated that the two area proceed- 
ings covering the large production areas 
of the Permian basin and southern 
Louisiana can be expedited by commis- 
sion orders, which should indicate 
whether the purpose is to provide “a floor, 
a ceiling, or a norm for gas sold within 
the respective areas.” It will be neces- 
sary to “put ground rules into effect” and 
the commission hopes to have most of the 
answers in the near future. 


HE major parties to the current pro- 

ceeding in Louisiana have been 
ordered to complete a questionnaire on 
costs, and analysis of these returns should 
give the commission data on the overall 
cost of producing gas within the area. 
This study of course involves allocations 
of costs between oil and gas, etc. Area 
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prices will be set as ceilings, not as floors, 
though there might be some limited ex- 
ceptions. Mr. Swidler does not believe 
that costs plus a 6 per cent utility return 
should constitute the limit of price, since 
there must also be an incentive factor. 
Fixing area prices based on area-wide 
costs and conditions would allow the more 
efficient company to reap the benefits of 
efficiency, but the less efficient companies 
should not be given higher rates — 
otherwise we would have to have individ- 
ual determinations on a cost basis, which 
does not conform well to the structure or 
economics of the gas industry. 


HAIRMAN Swidler reassured the indus- 
try regarding the commission’s ef- 
forts to expedite its work. Important cases 
are to be scheduled on a day-to-day basis 
so that the commissioners will know 
where lags are occurring. Companies 
filing for a price increase should present 
their case in full initially. He stated: 


By requiring that your cases be fully 
prepared in advance of filing, that our 
staff streamline its field investigations, 
and that interveners with a common in- 
terest pool their efforts, by handing 
down clear precedents so that settled 
issues need not be relitigated, by ob- 
taining additional commission person- 
nel to handle our case load, and by set- 
ting cases for prompt hearing, we hope 
to have a fighting chance of deciding 
cases within the five-month suspension 
period. That is our immediate goal as to 
pipeline cases and our ultimate goal as 
to producer cases once the initial area 
rate cases provide the ground rules. We 
shall make every effort to clean up our 
backlog of cases and try new cases ex- 
peditiously. 


Mr. Swidler also was hopeful that de- 
lays occasioned by judicial review could 
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be minimized in future by co-operation 
between the commission and the industry, 
with less intervention by third parties. 


pee L. T. Potter, in the opening 
session of the AGA annual convention 
(which convened a few days after the 
INGAA convention), eferred to the Fed- 
eral Power Commission’s new area pricing 
pattern as a “masterful effort to establish 
something workable in the regulation of 
field prices for gas.” He said that he hoped 
that in due course the industry would ex- 
ercise enough statesmanship to forgo at- 
tacks upon detail, and to accept the prin- 
ciple of the FPC formula. However, he 
felt that it should be embodied in new 
legislation to give it greater validity. 

Backing Mr. Potter, AGA directors 
approved a resolution supporting HR 
7575, the so-called “new Harris Bill,” 
named after Representative Oren D. Har- 
ris, Democrat of Arkansas. The bill 
would set criteria for area pricing based 
on a commodity value formula rather 
than a cost-of-service formula. However, 
it was suggested that a section of the bill 
be deleted which would make difficult the 
filing of an application for rate relief by 
a natural gas company while it still had 
pending a previous application. 


% 


Danger of FPC Use of “To to 
10% Per Cent Return on 


Equity” as a Rate 
Yardstick 


” a talk before the Independent Natural 
Gas Association convention at Hous- 
ton, Gene M. Woodfin, partner of Carl 
M. Loeb, Rhoades & Company, stressed 
the magnitude of the problems faced by 
the natural gas industry in financing a 
$29 billion expansion program over the 
coming decade. He stated: 
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It is generally recognized that the 
position of the industry in the capital 
markets of today is materially differ- 
ent from that which existed in 1954 at 
the time of the Phillips decision. The 
primary cause for the difference is the 
uncertainty surrounding the industry 
and its future—resulting out of regu- 
latory chaos and a hostile climate in 
the Congress and the courts. The so- 
phisticated investor in equities saw the 
approach of this period of uncertainty 
and reduced his equity holdings. Insti- 
tutions with large amounts of senior 
securities were powerless to move and 
the average investor continued to live 
in the euphoria of past growth. Disen- 
chantment really arrived, however, after 
the commission in 1960 seemed to 
abandon its prior method of determin- 
ing a fair return and turned again to 
a strict “cost of money” concept of a 
rate return, with the further limitation, 
however, of a 10 to 103 per cent return 
on the common equity of the pipeline 
companies. After this action came full 
investor realization that all was not 
well. 


N earlier years, he pointed out, inves- 
tors in pipeline stocks obtained the 
benefit of high leverage, resulting in a re- 
turn of 12 per cent to 14 per cent on com- 
mon equity. (In 1960, we estimate that 
the average return was about 12 per cent, 
excluding deferred taxes from the equity; 
and Walter Herrman of Southern Califor- 
nia Gas calculates a recent average return 
of 12.92 per cent for fifteen pipeline 
companies.) Pipeline companies must 
compete in the market for capital with 
electric utilities and a tabulation of eleven 
“average growth” electric utilities indi- 
cates an average return on equity of 12.7 
per cent in 1960. Thus, it is obvious that 
the use of the 10-104 per cent yardstick 
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would downgrade the earnings of the 
average gas company sharply. In the 
meantime, the companies must contend 
with sharply higher cost of senior money, 
heavy sinking-fund requirements, and the 
greater market popularity of many elec- 
tric utility stocks, 
Mr. Woodfin stated : 


The managers of the mutual funds, 
pension funds, and fiduciaries who are 
charged with the responsibility of in- 
vesting the money of others in the 
greatest bull market the country has 
ever known find the securities of the 
transmission companies to be in dis- 
favor. Starting in 1960, following the 
commission’s action referred to above 
with respect to rate of return, the funds 
became large sellers of pipeline trans- 
mission company stocks. The Commer- 
cial and Financial Chronicle of August 
10, 1961, reported that in the first and 
second quarters of this year, the only 
group of stocks clearly in disfavor with 
the funds were the natural gas trans- 
mission company stocks. In contrast, 
the electric utilities and the distribution 
company stocks have done well. 


H: pointed out that pipeline stocks in 
the past year have enjoyed a much 
smaller gain in average price than the 
distribution companies, the electric utili- 
ties, and the Dow-Jones industrial aver- 
age. (See chart on page 683.) These 
trends, he concluded, indicate the transi- 
tion of the average pipeline stock from a 
growth stock to a yield security ; and since 
today’s investor prefers growth securities, 
this places new offerings at a distinct 
disadvantage. 

Because of the problem of renewing 
gas supplies, the pipeline utilities reflect 
a higher risk factor than the electric util- 
ities and should receive a higher return. 
Amortization and sinking-fund require- 
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RECENT UTILITY BROCHURES BY WALL STREET FIRMS* 


Month 
Company Analyses Firm Issued 
American Natural Gas PEALNA OY OCR oo ci orore ois cesses bin aaeine tietetee-s Aug. 
American Tel. & Tel. Bank of New York Sept. 
Arkansas Western Gas A. C. Allyn & Co. (Chicago) Aug. 
Bell Tel. of Canada Canadian Business Service Aug. 
British Columbia Electric Greenshields & Co., Inc. (Montreal) Sept. 
British Columbia Power A. E. Osler Co., Ltd. (Toronto) Sept. 
British Columbia Power Canadian Business Service (Toronto) Aug. 
Carolina Power & Light Ay SNES CEH OOD 5 a rercrain cree alaie oie s.arevetediese. Aug. 
Central Illinois Light I bk sincctaiaseassaced cess Sept. 
Central Illinois Light H & Co. Oct. 
Central Maine Power Schirmer, Atherton & Co. Aug. 
Columbia ‘Gas System; Inc. ........6.00ss000% Argus Research Corporation Sept. 
**Commonwealth Edison Eastman Dillon, Union Securities & Co. ...... Sept. 
**Commonwealth Natural Gas Eastman Dillon, Union anenean "aL O'o ae Sept. 
Consumers Power Fahnestock & Co. Pe tetertae atta iso alate arse ainie Gieis Aug. 
Dayton Power & Light Argus Research Corporation Aug. 
Delaware Power & Light Dean Witter & Co. Aug. 
**Duquesne Light Eastman Dillon, Union Securities & Co. ...... Sept. 
Duquesne Light Halle & Stieglitz Aug. 
Ericsson Telephone , Sept. 
Florida Water & Utilities Schirmer, Atherton & Co. (Boston) Aug. 
Gatineau Power Royal Securities Corp., Ltd. Sept. 
Gatineau Power Royal Secures Coen. PAG: ook. cccscvescccs'c Aug. 
General Telephone Laird, Bissell & Meeds Aug. 
General Waterworks & Co. Aug. 
intethotionay Hence: Del. occ .cics ccs aeee eases Eastman Dillon, Union Securities & Co. ...... Aug. 
Wirertintaid, UCL ee TON. oo... 5 cis siesiasieveinwicse Merrill Lynch, Pierce, Fenner & Smith Aug. 
*lowa Southern OUHHES . 0. cece cse cece ee Eastman Dillon, Union Securities & Co, ...... Sept. 
Jamaica Public Service Neuberger & Berman Aug. 
**Kentucky Utilities Eastman Dillon, Union Securities & Co. ...... Sept. 
Lake Superior District Power Loewi & Co. Incorporated (Milwaukee) Sept. 
Mid-America Pipeline Halle & Stieglitz Aug. 
Mississippi Valley Gas Equitable Securities Corp. .............000000- Sept. 
Montana-Dakota Utilities Penington Colket © Cok ....0..60cccscnececee Sept. 
Niagara Mohawk Power body & Co. Aug. 
Pacinc Nomurwest Bell Tel... oc cesses scone Dean Witter & Co. Sept. 
Panhandle Eastern Pipe Line Goodbody & Co. July 
**Peoples Gas Light & Coke Eastman Dillon, Union Securities & Co. ...... Sept. 
Rochester Telephone Corp. ..............0000% Ladenburg, Thalmann & Co. 
DAIMDICR ONG OMS 65 ois ous vows saeneeeatacsy Argus Research Corporation 
TD) ont CONS a Mary Alstyne NOG Coe os 66.65 ci cccensccas 
saccrta Dis (ol Cg Al S| ee Eastman Dillon, Union Securities & Co. ...... 
Shawinigan Water & Power Goodwin Harris & Company 
Shawinigan Water & Power 
Southern Natural Gas I ics chnbavedancsianceyce 
Suburban Propane Gas Halle & Stieglitz 
Texas Gas Transmission H. Hentz & Co. 
*Utah Power & Light Eastman Dillon, Union Securities & Co. ...... 


Tabulations, General Studies, Etc. 


Electric Utilities with Above Average Margin 
of Reserve Generating Capability I Goodbody & Co. Pe eee CL ERO EE Re 


Five Moderate Growth Utilities Gar Mi. Loeb; Rhoades’ & Cos... oss cassacces 
Natural Gas—A Growth Industry in Transition .Goodbody & Co, 
The Metropolis (Electric Utilities in Big Cities) . menalls Ne ge ola oieie no sieiowta riety onNcaatielos 


*Published several times a year; last previous list was in August 17th issue. 
**In monthly Public Utilities Bulletin, 
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ments place heavy demands on cash flow, 
while the electric utilities are not thus 
plagued. Also, the electric utilities have a 
greater advantage than gas with respect 
to widening use per customer. 

There is a more serious angle to the 
threat that the pipeline companies may 
be regulated on the basis of a 10-104 per 
cent return on equity—few of the com- 
panies will be able to finance their expan- 
sion programs because their earnings 
would not meet the coverage require- 
ments of their bond indentures much 
longer. The life insurance companies can- 
not be expected to provide $8 to $9 billion 
new money over the next decade under 
these conditions. “In case after case,’”’ he 
stated, “insurance companies’ representa- 
tives have expressed fear of reduced cov- 
erages and I feel they are somewhat fed 
up with the whole thing because the com- 
mission evidently refuses to heed their 
warning.” 


F the insurance companies relinquish 
I their role in supplying senior money, 
the pipelines would have to sell large 
amounts of common stock at a time when 
equities are already somewhat in disfavor. 
Moreover, investor confidence is also be- 
ing eroded by other factors such as (1) 
the increasing competition of coal and oil 
for the vital interruptible industrial load; 
(2) the increasing cost of construction; 
(3) the possibility that Congress may en- 
act legislation prohibiting pipelines from 
filing for new rate increases while old ones 
are pending, or requiring them to place 
the increased revenues in escrow; (4) the 
move in Congress for establishment of a 
“national fuel policy” which might favor 
coal; (5) the “end use” decision in the 
Transco case; and (6) the decision in the 
El Paso case denying tax benefits to the 
pipelines. 

Mr. Woodfin also pointed out that in 
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order to take care of industry expansion 

through 1970 the tempo of drilling, and 

the “success ratio” in bringing in new 

wells, must be substantially improved, 
He stated: 


Currently, the reserves are arithmet- 
ically sufficient for a 20-year gas sup- 
ply at the present rates of withdrawal. 
This, however, is a beguiling statistic, 
This does not take into considera- 
tion the fact that the deliverability of 
these reserves is not a 20-year deliver- 
ability, but perhaps a 30- or even 40- 
year deliverability. Consequently, what 
appears to be a 20-year supply of gas at 
present rates of withdrawal is actually 

’ a much shorter supply. Most of the 
transmission companies have ample 
current supplies of gas, but their full 
deliverability in most cases does not ex- 
tend more than ten to twelve years at 

~ best. 


HERE is no present incentive for a 

pipeline to develop its own gas sup- 
ply, although a company owning a large 
portion of its own supply enjoys greater 
flexibility in operations and in making 
future commitments. Moreover, with 
drilling risks increasing each year, and 
good prospects harder to find, mainte 
nance of independent drilling activities on 
an adequate scale will depend upon a con- 
tinuation of tax depletion advantages, 
which are currently being attacked in 
Congress. The action of the Treasury De- 
partment in questioning ABC transac- 
tions also reduces the incentive to new 
drilling. 

In attempting to make recommenda- 
tions to the commission that are re- 
alizable, he suggested elimination of 
ritualistic formulas or mechanistic ap- 
proaches in connection with fixing rate of 
return, and the adoption of more flexible 
methods of determining rates. The staff 
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should be instructed to balance properly 
the interests of consumers, pipelines, and 
producers, rather than to act only in the 
consumer interest. 


» 


Electric Heating Costs 
In Pennsylvania 


| gta ag Power & Licut has is- 
sued a leaflet entitled “You Can’t Beat 
Electric Heat.” More than 750 homes and 
apartments in that company’s service area 
are heated entirely by electricity and over 
60 per cent of these installations were 
made during the past eighteen months. 
Negotiations are in progress for installa- 
tion of electric heat in some 900 more 
new homes and apartments. Also thou- 
sands of other customers have installed 
supplementary electric heating equipment 


e 


in new additions or in hard-to-heat 


rooms. 


| greaneeian were presented for the cost of 
heating various homes with five to 
eight rooms (using the new RH rate of 
1.65 cents per kilowatt-hour) ranging 
from $229 to $440 per annum. The com- 
pany stated: 


If you are building a new home, 
electric heating equipment and proper 
insulation can be installed for no more 
....and in many cases for less... .than 
conventional oil, gas, or coal-fired sys- 
tems with customary insulation. As one 
cost-saving feature, you don’t need to 
pay for a chimney. If you’re planning 
to modernize your present home and if 
it can be properly insulated, you can 
install flameless electric heating at a 
cost competitive with fuel-fired systems. 


FINANCIAL DATA ON ELECTRIC UTILITY STOCKS 


10/2/61 Divi- 
Price dend 
About Rate 


46 $1.70 
68 1.88 
8 2 
1.08 
1.36 
1.12 


Allegheny Power System .. 
American Electric Power . 
Arizona Pub. Service 
Arkansas Mo. Power 
Atlantic City Elec. ....... 
Baltimore G. & E. ........ 
Bangor Hydro-Elec. ...... 
Black mie Ph, CEL. <s.ss 
Boston Edison 

Calif, Elec. Power 

Calif. Oreg. Power 

Gait. Pac UGE scicccccs 
Garonna Pee Te. ...ss see 
Central Hudson G. & E. .. 
Gentrar dl, EB. GG, ....0 
Cent. Ill, Light 

Cent, Illinois P. S. ....... 
Central Louisiana Elec. ... 
Cent. Maine Power 

Cent. & South West 

Cent. Vermont P. S. ..... 
Cincinnati G. & E. ........ 
Citizens Util. “B” 


—_ Wrest 
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% Incr. in 
Share Earnings Div, 


Pay- 
out 


Approx. 
Book 
Value 


Recent 
Share 
Earns. 


$2.37Au 
2.45Au 
*1.05Je 
1.45Je 
*1.68Au 
1.53Je 
1.13Je 
2.56Ap 
4.11Je 
*1.14Je 
*2.15F 
1.18Jy 
2.31Au 
*1.49Je 


5-yr. 

Recent ie 

3% 
“= 6 
*10% * 9 
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*12 


72% $18 
77 24 
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*6 
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*4 
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% Incr in 

Approx. 10/2/61 Divi- Recent Share Earnings 

Rev. ; Price dena Share 5-yr. 
(Mill) (Continued) About Rate Earns. Recent Avg. 
Cleve. Elec, Illum. ........ 2.00 2.89Je D7 
Colo. Cent. Power ses .96 1.37Je 17 
Columbus & S, C. E 3.03Au 
Commonwealth Edison .... 1.97Au 
Community P. S ‘ 1.54Je 

Conn. Lt. & Power *1.47Au 
Consol, Edison *3.64Je 
Consumers Power 3.53 Jy 

UN ONG ao 2 CER 1.22Je 
Delaware PG 1. 63.253 1.74Je 
Detroit Edison 2.70Au 

Duke Power 2.12Je 
Duquesne Light *1.51Je 

Bast. Wil: Assoc. .......60 2.57Je 

Edison Sault Elec. ........ 1.14Je 

El Paso Electric .86Au 
Empire Dist. Elec, ....... 2.08Jy 
Florida Power Corp. ..... 1.37Je 
Dire a 
Florida Pub. Util, ........ 
General Pub. Util. ........ 
Green Mt. Power 
Gulf States Util. ......... 
Hartford Electric 
Hawaiian Electri¢ 
cf BS). 2 ee 
Idaho Power 
Illinois Power 
Indianapolis P. & L. ...... 
Interstate Power 
lowa Flee, L. & P. ...... 
Iowa-Illinois G. & E. .... 

Pe i. 
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Kentucky Util. .....5..: 00% 
Lake Superior D. P. ...... 
Tong Imam TAP. 26.02.06 
Oe St Ca J ee 
Madison G. & E. ......... 
Maine Pub. Service (0) .. 
Michigan G, & E. 

Middle South Util. ....... 
Minn, P. & L. 

Missouri P. S. 

Missouri Util. (1) 
Montana Power 

Nevada Power 

New England Elec, ...... 
New England G. & E. .... 
N.Y. State 2. 2G, ...:..- 
Niagara Mohawk Power .. 
Northern Indiana P. S. ... 
Northern Sts. Power 
Northwestern P. S. ...... 
Ohio Edison 

Oklahoma G. & E. ....... 
Orange & Rockland Util. . 
Otter Tail Power 

Pacific G, & E. .........- 
gt gt 2 Parra 
ei ee BS.. bannsseeees 
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% Incr. in . 
Approx. 10/2/61 Divi- Recent Share Earnings a Div. Approx. 
Rev. ' Price dend Share 5-yr. Pay- Book 
(Mill.) (Continued) Rate d Earns. Recent Avg. Y out Value 


Phila. Electric 1.20 *1.50Jy *3 *4 
Portland Gen, Elec. 1.52 2.18Au 11 
Potomac Elec. Power 1.44 *1.98Je sg 7A 
Pub: Serv. Of Golo. 2.5.4 2.10n *3.53Je *32 
Pabs serv. Bae G. acces 2.00 *3.25Je 
Pud, SeCV; OL INE. 6 id cscs 66 2.20 2.74Au 
Pab. Serveor N. Hi, ...... 1.08 1.42Au 
Pub. Serv. of N. M. ...... de 1.03 

; 1.56 *1.98Je 

1.80b 

De. Josepa LE & P. io... 1.60 
San Dieso G.. © E. ....... 
Savannah E. & P. 
Sierra Pacific Pr. ........ 
So. Calif. Edison 
So. Carolina E, & G. ..... 
OUTER COs. « <0-.410 cic 000 
50. indiana G. & FE, ...... 
Southwestern E. S. ....... 
Southwestern P, S. ....... 
Tampa Electric 
CREE MOUS ick coaceesecs 105 
Toledo Edison 23 
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Union Electric 

United Illuminating 
Upper Peninsula Pr, ...... 
Utah Power & Light 

WAP RISER EE RE LE . cive s cee: 
Wash. Water Pr. ........ 
West Penn Power 
Western Lt. & Tel. ...... 
Western Mass. Cos. ...... 
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3% 6% 
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Foreign Companies 
American & Foreign Pr. . 
Brazilian Traction 4 
British Col. Power 33 
Calgary Power 
Canadian Inter. Power .... 12 
Gatineau Power 3 
Quebec Power 33 
Shawinigan Water & Power 26 


wm 
lo 
R 


48% 0% 
700 0 — 
DS 3 
14 «13 
D2 NC 
13 2 
8 9 : 2 
6 6 4 19 


ppp D 
60 ONO O00 


*Deferred taxes resulting from liberalized depreciation are not normalized. If they had been normal- 
ized the price-earnings ratio would be higher, and the rate of increase in share earnings would be smaller. 
D—Decrease. NC—Not comparable. A—American Stock Exchange. O—Over-counter or out-of-town ex- 
change. S—New York Stock Exchange. Ja—January; F—February; Ma—March; Ap—April; My—May; 
Je—June; Jy—July; Au—August; Se—September; Oc—October; N—November ; De—December. b—Also 
3 per cent stock dividend (paid January 25, 1961) included in the yield; similar dividends are paid annual- 
ly, representing balance of earnings. c—Also 24 per cent stock dividend January 10, 1961. d—Also 2 per 
cent stock dividend May 1, 1961. e—Also regular annual 3.3 per cent stock dividend (3 per cent in pre- 
vious years), included in the yield. f—Also regular stock dividend of one-half per cent quarterly, included 
in yield (paid since 1956). h—Also 2 per cent stock dividend payable November 1, 1961, included in yield; 
stock dividends are paid annually, reflecting balance of earnings. j—The rate of increase would be 12 per 
cent if the present number of shares had been used to compute share earnings of past years, instead of us- 
ing the number of shares actually outstanding at the end of each year. k—Also 4 per cent stock dividend 
February 24, 1961. I—Adjusted for 50 per cent stock dividend June 5, 1961. m—Fifty per cent stock divi- 
dend payable January 18, 1961—cash dividend on new stock 84 cents. n—Also 5 per cent stock dividend 
February 17, 1961. o—Adjusted for 13-for-10 stock split record June 27, 1961. 
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What the State Commissioners 
Are Thinking About 


Excerpts and digests from the opinions expressed in 
reports and addresses at the annual convention of the 
National Association of Railroad and Utilities Com- 
missioners in Atlantic City, New Jersey, from Sep- 


tember 25th to 28th, 1961. 


Retiring President’s Address 


as ghee peer together the fragmented fed- 
eral policies and laws on matters like 
transportation, communication, and energy 
fuels, will be a huge and highly controversial 
job. What to do about them has been dis- 
cussed extensively in several controversial 
study reports. The contents of these docu- 
ments are voluminous and comparisons of 
the studies are not easily accomplished. Some 
of these reports are concerned with the entire 
transportation industry; others are directed 
toward the entire regulatory scheme... 
“The pressure on government to do some- 
thing to the federal regulatory system seems 
likely to continue and it is my opinion that 
the NARUC cannot assume the proverbial 
ostrich-like position and remain indifferent 
and silent while major changes in regulatory 
laws and procedures are being debated. If 
the important problem of keeping regulatory 
agencies apace of the times, in step with the 
technological advances achieved in the in- 
dustries regulated, and free from undue in- 
fluences to be resolved without a mani- 
festation of interest on the part of this asso- 
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ciation, the least that can be said of us is 
that we have been wantonly aloof and com- 
pletely detached from reality. 

“Regulatory lag is a malady not peculiar 
to any one commission—federal or state. 
In many instances, it presents an aggra- 
vating and critical problem. Usually, its 
causes are well known and easily identified. 
In fact, one investigating group states in its 
report that the record is replete with evi- 
dence showing its causes. Some experts con- 
tend the answer to many of the problems 
is to be found in adhering to a system akin 
to those followed by the judiciary. Other 
students favor a less judicialized approach 
and recommend more informal methods and 
less rigid procedures. However, I think we 
will all agree that the job of keeping regu- 
latory procedures updated is a constant one, 
and that it should be a continuing one for 
this association. 

“Confronted as we are with the hard facts 
of the record, it should behoove the 
NARUC, through its officers and appro- 
priate committees, to be alert to and assist 





WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 


in the remedying of procedures and prac- 
tices responsible for regulatory traffic 


ams. 

“The efficiency and integrity of regulatory 
commissions’ operations are basic to the con- 
tinual economic development of this country 
under a system of private enterprise. Pro- 
moting efficiency and preserving the integrity 
of our regulatory system are real and im- 
portant reasons why the members of this 


e 


association must maintain a constant ap- 
praisal of the standards and procedures of 
all regulatory agencies. We must ever en- 
courage and manifest an energetic concern 
with the efficiency of their operation, and 
with their faithfulness to the responsibilities 
imposed upon them.” 
—Peter E. MItTcHELL, 
Member, California Public Utili- 
ties Commission. 


On Regulatory Streamlining 


a ¥- challenge of the sixties to the 
administrative process is not a single, 
simple challenge. It has numerous facets to 
it with respect to which I have had occasion 
to make a series of observations as well as 
to suggest a number of remedies. Some im- 
portant steps in this direction have already 
been taken at the federal level. How effective 
they will be remains to be seen but the re- 
sults should not be too long in forthcoming. 
“These steps have consisted, in the main, 
of the delegation of some of the manifold 
functions that now are’ such a burden upon 
the members of our regulatory agencies, 
causing not merely inordinate delays but 
absorbing the time and energy of these indi- 
viduals to such a degree as to prevent the 
type of economic and industrial planning 
which should attend their functioning. For 
I profoundly believe that the economic 
health of the industries subjected to regula- 
tion is today of more importance than con- 
trolling those abuses that may two or three 
decades ago have been the prime reason for 
the creation of regulatory controls. 
“. . We all know the ills of the natural 
gas industry both as they affect the con- 
sumer as well as the producer. Rates are 
unstable and construction long overdue has 
been halted. In the labor-management field 
the only progress that is definitely apparent 
is the patent increase in the number of repre- 
sentation and unfair labor practice cases on 
the docket of the National Labor Relations 
Board. In the securities field we have seen a 
spate of worthless and even fraudulent is- 
sues unloaded upon a gullible and greedy 
public, not to mention the host of investment 
counselors that have come into being, many 
of whom have the ethics of touts at the 
race tracks. . . . Only one field appears to 


have accomplished its objectives in a way 
that has effectively balanced the interests of 
consumer and producer, and that is the 
field of public utility regulation, where, how- 
ever, new but old theories of reproduction 
cost are threatening to resuscitate the con- 
ception that this industry should also be 
subjected to speculative rather than invest- 
ment pressures. 

“The need for the formulation of policies 
ts particularly apparent in the transportation 
field. We need adequate standards which, if 
they do not dictate, must forcefully guide 
mergers in the rails, trucks, and in aviation. 
We need revision of our tax policies, not 
merely as they bear upon the land and phys- 
ical facilities of the rails, but as they affect 
depreciation reserves and the issue of obso- 
lescence which, with the march of science, is 
a different animal than it was when the rails 
held an undisputed monopoly over transpor- 
tation. 

“Our lack is certainly not that of technical 
competence. The lack is our ability to mold 
our regulatory controls to fit the surge in 
our initiative. Some of it derives from the 
complications inherent in our federalist sys- 
tem, streaked as it has been with the heavy 
strain of localism. But I would not trade 
that system for the monolithic governments 
we find abroad. Liberty with us is too pre- 
cious a possession to brook even the benevo- 
lent dictatorship of a deGaulle, and our 
insistence upon fairness—‘due process of 
law’—is so deeply ingrained that we will 
continue to sacrifice speed and efficiency to 
an innate concern over the rights of the 
individual. But all of these factors can be 
carried too far, especially with the threat of 
mortal danger high over the horizon. And 
regulation—active, efficient, and effective— 
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has an enormous place in meeting the chal- 
lenge of that threat, particularly as respects 
this decade. Regulatory streamlining is thus 
a ‘must,’ a must for the survival of our 
beliefs in the effectiveness of our system 


of private enterprise and in the preservation 
of the liberties of free men.” 
—James M. Lanois, 
Former Special Adviser to Pres- 
ident Kennedy. 


On Regulatory Lag 


¢¢ PD ecuratory lag generally, may be de- 

fined as the interval of time elapsing 
between an application for relief to a regu- 
latory agency on a matter subject to its 
jurisdiction, and the final dispositive action 
by that agency in connection therewith. It 
covers a multitude of subjects, being coex- 
tensive with the jurisdiction of the particu- 
lar agency involved. Properly speaking, it 
does not include the period consumed by 
court or appellate review of the regulatory 
agency’s order. These latter proceedings, 
interminable though they may sometimes 
appear to be, at least have the battle lines 
clearly drawn, the issues clarified, and the 
questions formulated. In preparing for them 
all parties proceed on familiar ground, and 
plan their steps accordingly. 

“_.. we are seeking a specific means and 
method to effectuate the achievement spelled 
out by the legislature in our Public Utility 
Law: ‘The commission shall give to the 
hearing and decision of any such [rate] 
proceeding preference over all other pro- 
ceedings and decide the same as expeditious- 
ly as possible.’ 

“One of the most important, and we hope 
effective, features of the new rules is the 
pretrial conference system in rate proceed- 
ings, and the submission of prepared testi- 
mony in advance. It is proposed that when 
a tariff has been suspended, rules formed 
along the following lines will apply. That 
direct testimony of the witnesses for the 
utility supporting its prima facie case, will 
be prepared in written question and answer 
form, and such prepared testimony and 
related exhibits to be distributed to the com- 
mission staff and to the opposing parties not 
more than three weeks after the beginning 
of the suspension period. Further, that pre- 
pared testimony and exhibits of complaining 
parties are likewise to be distributed not less 
than ten days in advance of the hearing at 
which such testimony and exhibits are to be 
presented. At hearings where prepared testi- 
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mony is presented the witness responsible 
therefor would authenticate his testimony 
(unless the examiner, for stated reasons, 
requires him to read it orally), and it would 
be entered in the record as if given orally. 
Thereafter, opposing parties would be en- 
titled to file motions to strike any part of 
the testimony and the exhibits related thereto 
if deemed irrelevant, incompetent, or im- 
material. In connection with this program 
there are two other steps in contemplation 
relating to pretrial conferences. Immediately 
following suspension of rates, a preliminary 
pretrial conference of all parties may be 
called. Its purpose would be to assist com- 
mission staff personnel and the respondent 
utility to clarify, simplify, and establish all 
data which the utility expects to use as a 
base for its rate relief. Primarily, it is 
intended to systematize the case in chief 
to be presented by the utility in the form 
of prepared or canned testimony, records, 
and exhibits. The second pretrial conference 
would be for the purpose of establishing a 
schedule of specific dates on which hearings 
are to be held. 

“Also at this conference the entire pro- 
ceeding can be analyzed and catalogued. It 
is expected that it will be held within ten 
days of filing of the utility’s prepared testi- 
mony and exhibits, the latter having been 
due three weeks following the suspension 
date as previously stated. At this pretrial 
conference the real issues would be defined, 
stipulations and agreements concluded, 
definite dates for hearings arranged, and as 
many questions determined as are capable 
of resolution. We hope the net effect will 
be to eliminate a great deal of wasted motion, 
verbage, and relatively immaterial details 
which consume so much time, money, and 
effort in the average formal rate case pro- 
ceeding. .. .” 

—JosEPH SHARFSIN, : 
Chairman, Pennsylvania Public 
Utility Commission. 





WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 


On Nuclear Energy in the Electric Industry 


6¢ AN item of interest in the power re- 

A actor field is the decision of the 
U. S. Supreme Court in June, 1961, up- 
holding the Fermi fast breeder reactor con- 
struction permit and the authority of AEC 
to have issued it .. . That reactor is presently 
scheduled to go critical in 1961. 

“Research is continuing on the direct con- 
version of heat to electricity but there have 
been no spectacular results or announce- 
ments on thermoelectric, thermionic, or mag- 
netohydrodynamic generators. While there 
have been some announcements of favorable 
results in controlled fusion experiments, in- 
dications are that it will not be a prime 
source of power for a considerable number 
of years. 

“Tn the matter of state control, the Atomic 
Energy Commission has recently approved 


criteria by which it will eventually transfer 
to eligible state administrations, regulatory 
duties over certain radioactive materials. 
Duties of the states will include responsi- 
bility for rule making, licensing, inspection, 
compliance, and enforcement. A number of 
states are taking action to comply with AEC 
criteria and take over these controls. 

“The Atomic Energy Commission is still 
the only agency reprocessing spent fuel ele- 
ments. The Industrial Reprocessing Group 
of five investor-owned utilities and a chem- 
ical company is now making its second study 
on the feasibility of constructing a commer- 
cial reprocessing plant.” 

—Report of the Committee on Nu- 
clear Energy in the Electric In- 
dustry, George P. Steinmetz of 
Wisconsin, chairman. 


On Rates of Public Utilities 


Telephone Rates 
—< commissions granted rate in- 


creases amounting to $8.6 million 
annually in 1959. At the end of 1959, about 
$29 million in proposed increases were pend- 
ing. In 1960, local and intrastate increases of 
$26.2 million per year were approved and at 
the end of 1960, applications proposing $18.3 
million were pending. A comparison of 
these amounts with $104 million per year 
of increases approved in 1958 would indicate 
that considerable progress has been made by 
the industry in combating the effects of in- 
flation. Consideration must also be given to 
the $50 million per year reduction in inter- 
state toll rates in 1959. 


Gas-electric Rate Competition 

“A recent development for. large installa- 
tions consists of a gas turbine driving an 
electric generator for base load with gas 
engine driven generators for peaking and 
stand-by. Exhaust gases from the turbine 
are passed through a waste heat boiler which 
generates steam for heating, cooking, and 
water heating. Steam is also used from the 
boiler to power refrigeration machines for 
air conditioning. 

“Future research promises to further in- 


tensify the competition between electric and 
gas utilities with resulting influence on the 
rate policies of the utilities. A number of 
electric utilities have recently put into effect 
new schedules of promotional rates for all- 
electric homes and further developments in 
this respect may be expected. 


Natural Gas Rates 


“Since the end of World War II, natural 
gas customers have increased 34 times and 
the natural gas industry has grown at a 
still greater rate because of the popularity 
of natural gas for space heating. Today, 
the presently unserved areas hold less pros- 
pect for growth of the industry than the 
development of additional markets within 
the areas presently served. Any resulting 
improvement in load factor will produce 
corresponding improvement in earnings 
since practically all distributors purchase gas 
under a demand and commodity form of 
rate. 


Higher Trends 

“The continuance of steady inflationary 
pressures would seem to argue that utility 
rates will continue to rise. However, your 
committee believes that new technology, the 
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marketing of new services, and more and forward-looking regulation, it can be so in 
more automation will continue to hold the the future.” 

prospective rise in utility rates to a level 

well below that of the overall increase in —Report of the Committee on 
cost of living. This has been the case in Rates of Public Utilities, Paul 
the past decade, and under realistic and E. Weiland of Ohio, chairman. 


& 
On Regulatory Procedure 


4 A NUMBER of bills have been intro- scribing ex parte communications, or what 
duced in Congress having objectives has been called the ‘backdoor influence.’ 
similar to the reorganization plans—that of The need for this latter provision was dem- 
providing flexibility to the commissions in onstrated by the hearings and report of the 
procedure and cutting down the delay in House Committee on Legislative Oversight.” 
disposing of cases by permitting the delega- —Report of the Committee on 
tion of functions to subordinates. Each of Regulatory Procedure, Joseph J. 
them also contains provisions aimed at pro- Brown of Nebraska, chairman. 


& 
On Service, Facilities, and Safety of Operation 


<4 ITH the rapid growth and expan- Gas Industry 
W sion in the natural gas field, there Seveicve end Madllithes 
appears to be as many different safety rules 
and regulations as there are states, com- 
panies, and commissions. This appears true, 
to some extent, with the other utilities. 


“The year 1960 witnessed the gas utility 
and pipeline industry achieving many new 
records in almost all phases of operation. 
The total customers served during 1960 
averaged 33.05 million, while customers at 
year-end reached a total of 33.3 million. 
The natural gas industry served an average 
of 30.55 million customers, a gain of more 
; a than 1.3 million over the preceding year. 

Electric Utility Industry “Total sales of 92.9 billion therms were 
(Excluding Alaska and Hawaii) 5.7 per cent higher than the 87.9 billion in 
Service and Facilities 1959. Natural gas sales of 90.5 billion 

“The electric industry continued its rec- therms represented over 97 per cent of the 
ord-making growth in 1960, advancing to total sales of the gas utility and pipeline 
new levels of power-producing capability. industry to ultimate consumers. 

Although the American economy followed sa 
a somewhat uneven path, residential and Utilization Bureau 
industrial utilization of electricity resulted “The latest report from the National 
in new records of service to the nation’s Office of Vital Statistics, U. S. Public 
life and economy. Health Service, indicated that during 1959 
, oe , sae there were fewer fatalities due to utility gas 
Fo yeaa Prevention in the Electric Utility than in any of the thirty-odd years itees 
J which time such records have been compiled. 

“The electric utility industry’s accident The principal single cause of accidents in 
prevention program brought the industry’s the industry and affecting public safety is 
accident frequency rate for 1960 below the attributed to contractor damage during me- 
all-industry national rate for the second year chanical excavating either in the streets or 
in a row. The previous year was the first for house construction. It is suggested that 
since 1945 that the electric utility industry legislation in those states where none is 
had a lower accident frequency rate than presently in effect be enacted whereby notice 
the all-industry rate. in advance of construction must be given, 


Therefore, your committee further recom- 
mends that a study be made of the various 
rules and regulations to determine whether 
or not it would be feasible to develop some 
kind of uniform or model safety code. 
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and providing for a penalty for noncom- 
pliance, as a means of promoting safer oper- 
ating practices during construction. 


Telephone Industry 
Service and Facilities 


“Despite declining business conditions 
throughout most of 1960, the nation’s tele- 
phones increased by 3.5 million, reflecting 
both population growth and expansion of 
customer needs for increased communica- 
tions. At year’s end, there were over 74 mil- 
lion telephones in service in the United 
States, and 96 per cent of them were dial 
operated. 


e 


Safety 


“Again in 1960, lost time work injury 
rates for the communications industry were 
well below those of all industries reporting 
to the National Safety Council. The all- 
industry average for 1960 was 6.04 injuries 
per million work hours. For the entire com- 
munications industry it was 1.01 and for 
— system operating companies it was 

—Report of the Committee on 
Service and Facilities and Safety 
of Operation of Public Utilities, 
Patrick D. Sutherland of Wash- 
ington, chairman. 


On Legislation 


¢¢ As reported in the 1960 report of this 

committee, the Executive Commit- 
tee on February 4, 1960, established a Spe- 
cial Committee to Study Natural Gas Rate 
Problems, and Honorable Crawford L. Pil- 
cher of Georgia was named chairman of 
this committee. This committee has been 
very active, and a number of its members 
testified before the Senate Committee on 
Commerce favoring S 666. This bill was 
introduced by Senator Magnuson, and was 
sponsored by this association. It proposes 
to amend the Natural Gas Act so as to 
eliminate indefinite price clauses, eliminate 
the prohibition in the act against suspension 
of rate changes for gas sold for resale for 
industrial use; prohibit consecutive rate in- 
creases resulting from the automatic opera- 
tion of § 4(e) of the act, and amend § 7(e) 
of the act requiring FPC to make a deter- 


e 


mination that the initial price is consistent 
to the public interest in passing on applica- 
tions for certificates of public convenience 
and necessity. The bill prescribed procedural 
requirements in the hearing and disposition 
of matters of the FPC. 

“This is the ninth year that the Congress 
has voted to extend for another year the 
corporate income and excise taxes, and the 
second year in which tax on communication 
and transportation of persons has been ex- 
tended. 

“In view of the closeness of the vote 
in the House and the Senate Committee on 
Finance, the association and each state reg- 
ulatory commission should continue in their 
efforts to completely repeal these taxes.” 

—Report of the Committee on 
Legislation, H. Lester Hooker 
of Virginia, chairman. 


On the Activities of the Washington Office 


at Boe ny the bulletin service issued 
by the Washington office, we at- 


tempt to keep the regulatory commissions 
represented in our membership advised of 
all developments in matters of association 


interest. . . . Much of our time is spent 
working with the various committees of the 
association—the Committee on Legislation, 
the Special Committee to Study Motor Car- 
rier Interstate Registration Authority, the 
Special Telephone Committee, the Special 


Committee to Study NARUC Committee 
Organization, to name but a few. I will leave 
it to the gentlemen who are chairmen of 
these and other committees to report to you 
on developments in each of their respective 
fields and not duplicate it in my remarks.” 
—Report of the Washington Office, 
Austin L. Roberts, Jr., general 
solicitor, National Association of 
Railroad and Utilities Commis- 

sioners. 
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On Co-operation between State and Federal Commissions 


_ the past fiscal year, the com- Co-operation with the Federal 
mission faced a continuation of the Communications Commission 
increase in natural gas regulatory work. The And State Commissions 


commission has continued its activities in ” ne = ’ 
connection with regulation of the interstate The FCC maintains a close liaison with 
electric utility industry and the licensing of the NARUC a State com- 
nonfederal hydroelectric projects under the ee aa principally through its representa- 
Thai’ Digser Ast ion on the various NARUC committees. 
na der — Committee, a subsidiary of 
the Special Committee Co-operating with the 

Natural Gas Rate Cases Hetioral Communications "Comidtisiais in 

“In the rate proceedings before the com- Studies of Telephone Regulatory Problems 
mission, many state commissions actively was very active during the year dealing with 
participated. In some of the independent matters of mutual interest and concern. The 
producer and natural gas pipeline rate cases, Separations and Toll Rate Disparity Com- 
in which rate suspensions were ordered, the mittee explored possible changes in separa- 
increased rates were allowed to go in effect tions with particular emphasis on exchange 
under a bond or undertaking to assure re- plant and expenses. At the annual NARUC 
funds of the increased rates ultimately de- convention the membership adopted a resolu- 
termined to be unlawful. tion “ery 4 the Special Telephone Com- 

. . mittee of the responsibility for undertakin 

Other Proceedings and Miscellaneous = detailed ieuetiaiiien we analysis of md 
Matters ' erational results of the Western Electric 

“One of the principal means of co- Company’s and other independent com- 
operation by the Federal Power Commission panies’ manufacturing subsidiaries’ prices 
with the various state regulatory commis- and pricing policies because of the great 
sions is through participation in the activities expense of such an undertaking. However, 
of the Committee on Accounts and Statistics the subcommittee of Western Electric Com- 
of the National Association of Railroad and pany continued, and will continue in the 
Utilities Commissioners. This committee has future, to prepare its customary analysis of 
as one of its primary objectives the mainte- Western Electric earnings, prices, and re- 
nance of uniformity and consistency of ac- lated policies.” 
counting regulations and their interpretation —Report of the Committee on Co- 
and financial reporting. The deputy chief operation between State and 
accountant is a member of this committee Federal Commissions, Nat B. 
and participates actively in its work and Knight, Jr., of Louisiana, chair- 
periodic meetings. man. 

99 


f 


On Corporate Finance 


The Year in Review sion was not felt in the nation’s capital mar- 
(a4 HE year 1960 was very disappoint- kets. As in the past, demand for capital 
| ing from an economic point of view. continued to increase, even though at a 

As we warned in our last year’s report (and slower rate of increase. Both the private 
sector and the governmental sectors raised 


our prophecy, unfortunately, turned out to i age : . 
he aaa}, the economy td suffer the ef- more capital in 1960 than in the previous 
year. 


fects of another recession, albeit, a relatively 

mild one. It is against this background that I R 

developments in the field of corporate finance nterest Kates 

must be reviewed. “Nineteen hundred and sixty, like other 
, recession periods, was a year of declining 

Capital Markets and the Supply of Money interest rates for all classes. This decline, 


“The general effect of the economic reces- however, stopped at the end of the year and 
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since that time no clear-cut trend has become 
discernible, rather a sideways movement 
with very minor fluctuations has occurred. 
This recent action in interest rates can be 
partially explained by the mildness of the 
drop in economic activity in the last year 
compared with the much sharper pace in 
previous recessions. 


Rate of Return and Rate Base 


“In recent years there has been consider- 
able discussion and deliberation concerning 
the relationship between ‘rate base’ and ‘rate 
of return.’ Basing ‘rate of return’ on an 
analysis of cost of capital has served to 
focus the discussion. 

“The usual approach to fair rate of return 
determination by analysis of capital costs, 
is to determine separately the cost rates ap- 
plicable to debt capital, equity capital, and 
preferred stock capital, apply these to the 
proportions of each type of capital in the 
particular utility’s capital structure (either 


e 


actual or hypothetical) and thus derive an 
overall weighted cost of capital, which then 
forms the basis for a finding as to fair rate 
of return. 


Regulatory Success 


“Regulation can justly claim a substantial 
part of the credit for the continuing success 
of the utility industries in securing the huge 
amounts of capital required for their ex- 
pansion and improvement. The regulatory 
process, as practiced generally over the last 
decade, has assured stability to the industry, 
and has contributed materially to the public 
confidence in investments in utility equi- 
ties. 

“As a result, utility investments have been 
most attractive and the industry has been 
able to secure the tremendous amounts of 
capital needed at reasonable cost.” 

—Report of the Committee on Cor- 
porate Finance, Richard J. Mc- 
Mahon of Maine, chairman. 


On Engineering 


6¢ HE committee is actively working on 

problems with which regulatory 
commission engineers are constantly being 
faced. These matters include: methods of 
making cost-of-service studies, gas safety 
rules and procedures, methods of protecting 
railroad-highway grade crossings, sample 
testing of electric watt-hour meters, com- 
pilation of service rules for the various types 
of utilities, and the place of the commission 
engineer in the regulation of nuclear energy 
when it is used for the production of electric 
power. Because of the difficulties involved 
in the solution of these problems the Com- 
mittee on Engineering feels that it can ren- 
der a worth-while service to the association 
and to the regulatory commission engineers 
by seeking answers to the points in question. 


Cost of Service 


“Various methods of allocating costs have 
been pursued by Ralph Purucker, but no 
definite decisions have been reached. It was 
reported that cost-of-service studies have 
been used in rate cases in several jurisdic- 
tions and these may be of some help to the 
subcommittee. 

“The committee considered a suggestion 
from the chairman that the efforts of the 


entire committee be concentrated on the cost- 
of-service problem immediately following the 
completion of the present work on utilities’ 
service rules. 

“One of the first steps in attacking the 
cost-of-service problem could be the com- 
pilation of a bibliography of material already 
published on the subject. The chairman 
asked each member to begin to accumulate 
references to printed material on cost of 
service so that a comprehensive bibliography 
may be prepared. 


Electric Meter Testing 


“The Statistical Engineering Laboratory 
of the National Bureau of Standards in 
February, 1961, released for limited circu- 
lation a preliminary report of its analysis 
of many plans devised for the testing of 
watt-hour meters in service by the use of 
statistical sampling techniques. 

“The sampling plans which the bureau 
statisticians considered in their analysis were 
furnished to them by Leroy Keever’s sub- 
committee and by representatives of the elec- 
tric utility industry. Some of the plans were 
being used by utilities, usually with tenta- 
tive approval of the state commissions, oth- 
ers were being considered by state regula- 
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tory bodies for approval, and still others 
were plans designed by utilities but not yet 
submitted to any regulatory group. 

“Tt is interesting to note that from all of 
the documents studied by the bureau statis- 
ticians they selected three sampling plans 
for special mention. They are: the plan cur- 
rently in use by the Baltimore Gas & Elec- 
tric Company, the plan currently being used 
by the Duke Power Company, and the plan 
developed by the Michigan Electric Asso- 
ciation. 

“Tt is hoped that the final report of the 
NBS statisticians can be made available to 
commission engineers and it is our intent to 
work on this matter with the view of obtain- 


ing widespread distribution of the informa- 
tion contained therein. 


Future Projects 


“Tt has been suggested that the committee 
undertake the task of bringing up to date a 
comprehensive study of gas service stand- 
ards made by the National Bureau of 
Standards about thirty years ago. The result 
of this study was published in 1934 as 
National Bureau of Standards Circular 
No. 405, entitled ‘Standards for Gas Sery- 
ice.” 

—Report of the Committee on 
Engineering, Hugh H. Hunter 
of Maryland, chairman. 


On New Telephone Service Problems 


4 HE communication problem, re- 

viewed by the Special Telephone 
Committee during the past year, has covered 
a wide ambit: new service offerings made or 
proposed by the telephone industry, space 
communications by means of satellites, com- 
pensation relative to Bell-independent mes- 


sage toll business, state-interstate separation 
refinements, and sales of manufacturing and 
servicing subsidiaries to affiliated telephone 
operating companies. 


Telephone Separations 


“Extant separation procedures have been 
studied by this committee and its staff mem- 
bers throughout 1961 in accordance with 
the association’s directive to initiate those 
refinements requisite to keeping pace with 
the operational and technological advances 
of the communications industry. 

“FCC staff representatives have partici- 
pated in these detailed studies; and substan- 
tial data, as requested, have been furnished 
by industry representatives to the Separa- 
tions and Toll Rate Disparity Subcommittee 
and its ‘task force.’ 


Toll Compensation Litigation 


“Proceedings have been initiated during 
1960 and 1961 in six (6) state regulatory 
jurisdictions—Ohio, Kentucky, Florida, 
Washington, Indiana, and North Carolina— 
involving compensation questions relating to 
jointly rendered message toll telephone traffic 
interchanged between Bell system operating 
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companies and General system operating 
companies and, in some instances, other in- 
dependent operating companies. 


Space Communications 

“Upon the recommendation of the Special 
Telephone Committee and at the direction 
of the Executive Committee, the president of 
this association, wrote a letter to Vice Pres- 
ident Lyndon B. Johnson under date of 
July 20, 1961, in which this association’s 
vital interest in satellite communications was 
underscored, the letter relating in part the 
following: 


“*The regulated common carrier indus- 
try has had years of experience in provid- 
ing communications services of all types 
under sound government regulation. They 
have demonstrated the capability and will- 
ingness to do the job now. We believe, 
therefore, that a satellite communications 
system can be achieved most quickly by 
allowing the communications common car- 
riers to proceed without delay. 

“Tn view of the willingness and desire 
of private industry to do the job without 
government subsidy, there appears to be 
no need to depart from this country’s long- 
standing national policy of placing the 
responsibility for public communications 
on the regulated common carrier industry. 
We in the United States presently enjoyed 
the most extensive communications system 
in the world, due in great measure, we 
believe, to this policy. 
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“*As Vice President of the United 
States and chairman of the National Aero- 
nautics and Space Council, we are certain 
that you share our concern over the need 
for expediting this new means of com- 
munication. We earnestly enlist your as- 
sistance in clearing the way for the com- 
mon carrier industry, under regulation, to 
proceed with this most important under- 
taking.’ 

“In concluding this report, it should be 
reiterated that the Special Telephone Com- 
mittee has been truly a ‘working committee’ 
by reasons of the co-operative participation 
of all of its members and their awareness of 
the vital and important communications 
problems subject to the committee’s consid- 
eration. This may prove to be the last annual 
report of this Special Committee as presently 
constituted by virtue of the recommended 
re-establishment thereof as a Standing Com- 
mittee. It is to be anticipated that the tradi- 


tions of this Special Committee, on both the 
commission and staff levels, will be main- 
tained in the regulatory interest of this asso- 
ciation. 

“No resolution is proposed herewith to 
perpetuate the duties and assigned responsi- 
bilities of this committee on the assumption 
that the recommendation of the Special Com- 
mittee to Study NARUC Committee Organ- 
ization, as approved by the Executive 
Committee, to constitute this Special Tele- 
phone Committee as a Standing Committee 
pursuant to amendment of the Constitution, 
will be adopted by the association as- 
sembled.” 


—Report of the Special Committee 
Co-operating with the Federal 
Communications Commission in 
Studies of Telephone Regulatory 
Problems, Everett H. Krueger, 
Jr., of Ohio, chairman. 


On Cost Allocations in the Gas Industry 
we was to be hoped that this Special 


Committee at this, the completion of 
the second year of its existence, would be 
able to submit to this convention for ap- 
proval a uniform system of allocating costs 
of natural gas companies operating subject 
to the jurisdiction of more than one commis- 
sion. We have virtually completed the for- 
mulation of such a plan, together with an 
accompanying glossary of gas industry 
terms used in conjunction therewith. A 
tentative draft of the latter was distributed 
at a meeting of the Executive Committee 
of the association earlier this year and some 
modifications have been made as the result 
of suggestions from members of that com- 
mittee. But inasmuch as the final report 
necessarily involves the preparation of a 
manual with specific reference to account 
numbers in the Uniform System of Ac- 
counting as Prescribed by the Federal Pow- 
er Commission for Natural Gas Companies, 
where applicable, together with proper foot- 
notes, the submission of such a report to 
this convention has proved to be impossible 
inasmuch as the committee, together with 
the Staff Level Subcommittee, is operating 
without any subsidy from any source ex- 
cept the state commissions and the Federal 


Power Commission which have been paying 
the travel expenses of their respective com- 
mittee members. 

“The Staff Subcommittee held three three- 
day meetings during the year at Chicago, 
New Orleans, and Denver with almost 100 
per cent attendance at each. Your chairman 
and at least one representative from the 
Federal Power Commission were also pres- 
ent for each meeting. 

“While the task of placing the manual in 
final form, from a mechanical and drafting 
standpoint, is one of considerable magni- 
tude, your committee expects to submit to 
the Executive Committee at an early meet- 
ing during the coming year a proposed uni- 
form method of allocating such costs be- 
tween jurisdictions, for consideration by 
such Executive Committee, in the hope that, 
after proper consideration by such commit- 
tee, the same may come on for consideration 
by the next national convention of the asso- 
ciation.” 

—Report of the Special Committee 
Co-operating with the Federal 
Power Commission in the Study 
of Cost Allocations in the Gas 
Industry, Myron R. Renick of 
West Virginia, chairman. 
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On Valuation 


T 4 é g- baffling problem of cost recovery 
for the rendering of service still 
remains with the regulated industry and the 
commissions that supervise their activity. 
The state of flux in valuation regulation has 
existed from Smyth v Ames (1898) to the 
Federal Power Commission v Hope Natural 
Gas Co. (1944) and continues to be a prob- 
lem today. At the time of the Hope case, 
the commissioners were unleashed and at the 
same time the regulatory job became more 
difficult since the conundrum of rates, rate 
making, and valuation had to be analyzed by 
regulatory commissions to maintain the 
financial integrity of utilities, to attract capi- 
tal, and to compensate investors for risk. 
The ‘fairness’ test may be dead on the fed- 
eral level, but it is very much a part of the 
analysis of state commissions in valuation. 
Original cost less depreciation dominates the 
valuation picture today in most state com- 
missions. Reproduction cost and/or replace- 
ment cost are rarely accepted as rate bases 
since there is great uncertainty in the valua- 
tion process. Original cost always has the 
advantages in rate hearings today. 

“Much work has been done in the area 
of index numbers and the establishment of 
trends in original cost data. A few state 
commissions have indicated limited accept- 
ance of the concept but the problems of 
averages, the data chosen for the base, the 
lack of actual investment, and the approxi- 
mations of reproduction cost, new, have been 


cited as reasons for refusing this method of 
valuation. Attrition has been recognized by 
a few commissions and rates of return have 
been the primary factor adjusted. 

“A myriad of problems still confronts 
commissions, including accelerated depre- 
ciation, working capital requirements, and 
construction and acquisition values. As 
stated, these problems are met on a prag- 
matic basis by companies and commissions. 
Inflation and attrition still confront the com- 
panies and commissions. The constancy of 
the price level and the close approximation 
of wage increases and productivity will con- 
tribute the slowdown in the decline in real 
terms of the rate base. Although commis- 
sions must and do implicitly recognize the 
effects of inflation on the rate base, tem- 
porary means of adjustment in rates pro- 
vide an answer which does not commit the 
commissions to deep-seated changes in de- 
termination of value. Increased efficiency, 
outside competition in energy production, 
increased scale of plant, and more research 
and development should be taken into con- 
sideration in valuation. The existence of the 
utility has been based on normalcy and 
monopoly, but this does not mean that rapid- 
ly changing conditions cannot be met and 
solutions found by the companies and the 
commissions.” 

—Report of the Committee on Val- 
uation, J. G. Allard of Nevada, 
chairman. 


On Progress of Regulation of Public Utilities 


a commitiee has reviewed a large 
segment of cases decided by various 
regulatory agencies as well as court deci- 
sions published subsequent to our prior re- 
port. The majority of these cases deal with 
the following subjects: rate cases, rate of 
return, and jurisdiction, powers, and duties 
of public utility commissions. 


Rate Cases 

The Ohio Public Utilities Commission 
held in the case of General Telephone Co. 
of Ohio v Ohio Bell Telephone Co. No. 
28,946, June 9, 1961, that in an intrastate 
toll settlement dispute between the General 
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Telephone Company of Ohio and the Ohio 
Bell Telephone that in apportioning the cost 
of General’s property between jointly 
rendered intrastate message toll telephone 
service and other services, ‘exchange circuit 
plant’ should be allocated on the basis of the 
relative minutes of use of telephone connec- 
tions established. 

“In reviewing the history of the state in- 
terstate telephone operations and apportion- 
ment concepts the commission maintained 
that while the actual or relative use princi- 
ple was an appropriate guidepost in appor- 
tionment proceedings it could not totally ig- 
nore other facts such as ‘necessity’ or “use- 
fulness.’ 
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WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 


“The commission also assigned certain 
digit absorbing equipment to the toll com- 
ponent, finding that such equipment was 
necessary and was provided to absorb digits 
needed, useful, and used in the nation-wide 
total numbering scheme, and that digit ab- 
sorbing equipment was the only practical 
method of implementing a uniform nation- 
wide telephone numbering system for the 
benefit of the nation-wide toll system. 

“While recognizing the integrated nature 
of the joint Bell-independent toll network 
and the validity of fixing joint rates on an 
average cost per unit of use basis, the com- 
mission held that at the present point of 
regulatory development the recognition in 
this individual proceeding of the partner- 
ship concept might disrupt the orderly and 
co-operative development of uniform tele- 
phone separation procedures between federal 
and state representatives and that, therefore, 
it was not unreasonable to apportion Gen- 
eral’s interexchange circuit plant on the basis 
of relative conversation minute miles be- 
tween joint Bell-General state message 
toll telephone service and other services. 

“Since the seventy-second annual con- 
vention, one additional state has required a 
fair value rate base. The Kansas commis- 
sion’s use of net original cost was held er- 
roneous and violative of the Kansas statute 
and Constitution by a Kansas district court 
which stated that the United States Supreme 
Court decision in the Hope case could not 
affect the rate base rule in Kansas which 
was established by statute and was required 
by the due process clause of the Kansas Con- 
stitution. The court said the company’s 
trended cost figures were entitled to great 
weight in determining fair value and that 
evidence of net reproduction cost and of 
going concern value could not be disre- 
garded. Southwestern Bell Teleph. Co. uv 
State Corporation Commission of the State 
of Kansas (DC Kan, Shawnee Co.) Docket 
No, 87183, January 4, 1961. 


Rate of Return 


“The Louisiana Public Service Commis- 
sion adopted a hypothetical capital structure 
of 60 per cent debt and 40 per cent com- 
mon equity and surplus, and stated that 
under the provisions of the Constitution 
they were not bound to any fixed or precise 
rate-making formula. The commission used 


the earnings-price ratio approach to the cost 
of equity capital and determined that an 
overall rate of return of 5.5 per cent on the 
net plant rate base was adequate. The 
Supreme Court upheld the commission’s 
order in so far as the rate of return was 
concerned, but rejected the system-wide 
rolled-in cost of purchased gas. 

“In this same case the applicant made a 
claim of an operating expense item based 
on the decline in the purchasing power of 
the dollar, and a request to incorporate a 
purchase cost escalation clause in its rate 
schedules. Both of these features were re- 
jected by the commission and the rejection 
was upheld by the Supreme Court. United 
Gas Pipe Line Company, Louisiana Public 
Service Commission. Order No. 8061, 
Docket No. 7970 (34 PUR3d 78). 


Jurisdiction, Powers, and Duties 
Of Public Utility Commissions 


“The Colorado supreme court held that an 
interstate natural gas pipeline company 
making direct sales of gas to a limited num- 
ber of industrial customers under privately 
negotiated contracts was not a public utility 
as defined by the Colorado statutes. The 
court affirmed a district court judgment set- 
ting aside the commission’s decision and 
order asserting jurisdiction over the pipe- 
line company’s direct sales. The commission 
had ruled that utility status was to be tested 
by the nature of the service rendered, wheth- 
er a natural or virtual monopoly existed, 
whether the customers be subjected to arbi- 
trary control, and whether the impact of 
service, or lack thereof, to a class of cus- 
tomers affects the state or community. The 
court held that the tests proposed by the 
commission contained no objective standards 
which could be applied with any degree of 
uniformity and that the commission had ex- 
ceeded its authority by ignoring the statu- 
tory definition of a public utility as a cor- 
poration operating for the purpose of sup- 
plying the public which means indiscrim- 
inately supplying all of the public within its 
capacity. Colorado Public Utilities Commis- 
sion v Colorado Interstate Gas Co. (Colo 
Sup Ct) 351 P2d 241, 33 PUR3d 242.” 

—Report of the Committee on 
Progress in the Regulation of 
Public Utilities, | Hammond 
Fowler of Tennessee, chairman. 
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On Procurement and Training of Commission Personnel 


ae the third consecutive year, your 
Special Committee on Procurement 
and Training of Commission Personnel has 
sponsored, in co-operation with the Georgia 
Institute of Technology, a two-week regula- 
tory commission development short course. 
The 1961 session was concluded on Sep- 
tember 8th, just over two weeks ago. When 
measured in terms of the reactions of the 
enrollees, the success of this year’s program 
was significant and unqualified. This was 
also true for the two sessions of prior 
years. 

“Credit for this achievement must, as in 
the past, be accredited to the staff committee 
and particularly to Chairman Robert B. Al- 
ford of the Georgia commission who worked 
closely with the faculty of the Georgia Insti- 
tute of Technology. The complete report 
of the staff committee is attached as Ap- 


2 


pendix A and should be consulted for the 
details of the course as well as for its sug- 
gestions and conclusions. We also wish to 
acknowledge the generous assistance of our 
Washington office and the support of the 
national officers of this association and its 
Executive Committee. ... 

“Evaluation of the overall success and 
effectiveness of a program of this type is 
not readily achieved since much of the va- 
lidity of the result depends on the tests and 
measurements applied. Subjectively, in terms 
of those who have participated, the program, 
as mentioned above, has been unqualifiedly 
successful.” 

—Report of the Special Committee 
on the Problem of Procure- 
ment and Training of Commis- 
sion Personnel, Arthur L. Pad- 
rutt of Wisconsin, chairman. 


On Regulatory Problems 


wi | KNOW these problems at firsthand be- 


cause under our governmental struc- 
ture in New Jersey the board of public 
utility commissioners is one of the fourteen 
principal departments of our state govern- 
ment, and the president of that commission, 
Mr. Hyland, by virtue of his chairmanship 
of that department, is a member of the 
governor’s cabinet. 

“His problems are not solely the problems 
of the department of public utilities. They 
are the concern—an important concern— 
of the entire executive department, as they 
should be. In this manner the utilities de- 
partment is an integral arm of our state 
government. Problems of utility regulation 
are discussed not only among the com- 
missioners of the utilities department, and 
their staff, but they are also reviewed and 
discussed freely and fully in the regular 
meetings of the governor’s cabinet. 

“In the fifteen or sixteen years since the 
termination of World War II, and partic- 
ularly during the last ten years, we have 
experienced a great population explosion 
which has affected so many of our states. 
New Jersey got the full brunt of this 
tremendous growth—a 25 per cent increase 
in our population between 1950 and 1960 
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—and this on top of a 16 per cent increase 
in the prior decade, from 1940 to 1950. 
When you compare this growth rate with 
the modest 3 per cent in the 1930-40 decade 
you can readily visualize the profound 
effect upon our society. 

_ “Translated into terms of utilities regula- 
tion, it was the responsibility of our New 
Jersey utility companies to prepare for this 
vast population expansion, and the concur- 
rent tremendous industrial and economic 
development we experienced. It was equally 
the responsibility of our department of 
public utilities to see that the utility program 
was carried through, and on time. We are 
happy to report that the state government 
and the utilities fully met this great 
challenge. 

“Here we had a prime example of private 
enterprise and government, with all the 
implications and ramifications of utility 
regulation, working harmoniously in double 
harness during this period of our greatest 
economic growth—and working successfully 
to provide vital services to the public at 
rates reasonable to the public and adequate 
to investors.” 

—Rosert B. MEyYNER, 
Governor of New Jersey. 
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The March of 
Events 


AGA Convention 


HE American Gas Association held 

its forty-third annual convention in 
Dallas, Texas, early this month with 
more than 3,000 persons from every 
state in the union, Canada, and Mexico 
in attendance. 

L. T. Potter, president of Lone Star 
Gas Company, concluded his one-year 
term as AGA president and was honored 
for his service at the opening meeting. 
E. H. Smoker, president of United Gas 
Improvement Company, Philadelphia, 
Pennsylvania, was elected president of 
the AGA for the coming year. 

W. M. Elmer, president of Texas Gas 
Transmission Corporation and president 
of the Independent Natural Gas Asso- 
ciation of America, emphasized the im- 
portance of better intraindustry under- 
standing in order for the natural gas 
industry to retain the continued support 
of its customers, its suppliers, and the 
investing public. He pointed out that one 
of the priority projects of the industry 
was price stability of natural gas. It was 
his view that all segments of the indus- 
try should work more closely with the 
regulatory bodies in achieving this ob- 
jective. 

William J. Murray, Jr., chairman of 
the Texas Railroad Commission, stressed 


— 


ae an 


that there must be greater incentive in 
the future for exploration and develop- 
ment of new gas reserves to meet fore- 
casted demands. 

The commissioner said the only hope 
for wise legislation amending the Natural 
Gas Act lies in concerted action by all 
segments of the gas industry and public 
bodies representing consumers. 

A recent report by the U. S. Depart- 
ment of the Interior to the Joint Com- 
mittee on Atomic Energy was cited by 
C. S. Stackpole, AGA managing director, 
as evidence of long-term gas supplies. 
The estimate made to this congressional 
group placed ultimate U. S. and Ca- 
nadian natural gas reserves in the range 
of 3,000 to 5,000 trillion cubic feet. 

William G. Hamilton, Jr., president of 
the Gas Appliance Manufacturers Asso- 
ciation, and the American Meter Com- 
pany of Philadelphia, said that past 
industry progress had come about be- 
cause ‘‘we moved forward as an industry 

. . we pooled our talents, our efforts, 
and our money and welded ourselves in- 
to a striking force that could withstand 
the thrusts of the competitive giants 
which power the electric industry.” 

Mr. Hamilton estimated that the elec- 
tric industry spent more than the gas 
industry in advertising and promotion 
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“by at least $5 or $6 to $1.” He said 
gas industry advertising budgets must 


be substantially increased. 
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The 1962 convention will be held at 
Atlantic City, New Jersey, October 8th 
to 10th. 


Arkansas 


Gas Rate Increase Approved 


— increase which Arkansas Lou- 
isiana Gas Company put into effect 
April 1st for residential and commercial 
customers on its central pipeline system 
in Arkansas was approved by the state 
public service commission. The new 
tariffs raised the rates 70 cents a month 
for 144,255 families and _ businesses 
served by the company in 53 cities, in- 
cluding Little Rock. 

The commission said the company was 


entitled to net earnings of $2,330,345 per 
year on its operations in Arkansas. It 
based this on a 6.34 per cent rate of 
return set by the state supreme court. 

The increase was opposed by a group 
of eight cities, led by El Dorado and 
Pine Bluff. The other six were North 
Little Rock, Camden, Benton, Conway, 
Norphlet, and Mineral Springs. The El 
Dorado city attorney said the commis- 
sion’s action would be appealed to the 
Pulaski circuit court. 


Connecticut 


Phone Rate Increase Sought 


<email NEw ENGLAND TELEPHONE 
Company has asked the state public 
utilities commission to grant an overall 
8 per cent increase in telephone rates. 
The proposed higher rate schedule would 
call for an increase of $11.9 million in 
annual revenue. The company said rates 
for most home telephone service would 
be raised one to two cents per day under 
the proposed schedule. 


Other proposed changes include in- 
creases in business telephone rates of up 
to five cents a day; additional increases 
in charges for private branch exchange 
and push-button telephone systems and 
miscellaneous business equipment and 
services; a 25-cent increase in the month- 
ly charge for extension phones; and in- 
creases in initial period and overtime 
rates for some toll calls made within the 
state. 


Florida 


Co-op Permanently Enjoined 


hag decree permanently enjoining 
the Withlacoochee River Electric 
Co-operative from serving two customers 
in Pasco county that had previously been 
served by Tampa Electric Company has 
been issued by Judge Charles Phillips of 
the circuit court on the sixth judicial 
circuit. 

Judge Phillips’ decree came as the re- 


OCTOBER 26, 1961 


sult of two days of hearings in Dade 
City, after the case had been remanded 
for further proceedings in line with the 
Florida supreme court’s decision; also, as 
a result of litigation in Florida courts 
by the investor-owned utility and the 
REA co-op for the better part of the 
last three years. 

In his decision, Judge Phillips remind- 
ed the court of the primary purpose for 
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which REA co-ops were originally estab- 
lished and pointed out that, in his opinion, 
owing to the state supreme court’s phi- 
losophy regarding co-ops that Tampa 
Electric had the “pre-emptive right” to 
serve customers in areas where lines of 
the two companies were adjacent. 


Expansion Needs Outlined 


Fane bond issue of about $50 million 
will have to be floated by the Jack- 
sonville City Electric Department before 
1963 to keep up with demands for elec- 
tric power in the greater Jacksonville 
area, according to City Utilities Com- 
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missioner J. Dillon Kennedy. He said 
the $50 million figure was just a “horse- 
back opinion” and a more accurate esti- 
mate would have to wait until engineering 
studies are completed. 

Kennedy told members of the estab- 
lished industries committee of the Jack- 
sonville Area Chamber of Commerce that 
proposed expansion calls for the estab- 
lishment of another major power plant 
such as the two existing plants. He said 
the bond issue would have to be sub- 
mitted to city voters because the expan- 
sion is required before the 1963 state 
legislature meets. 


North Carolina 


Plans Study of Utility Laws 


ee CAROLINA laws governing util- 
ity companies and the operation of 
the state utilities commission may be 
studied by two state commissions instead 
of one, according to Governor Sanford. 
The governor earlier had said he planned 
to ask the state general statutes commis- 
sion to study the utility field for a pos- 
sible overhaul. 

However, he told the press recently 
that he may ask the state commission on 


reorganization of state government to 
look into the utility field as well. He said 
that if both commissions are asked to 
make the studies, it would be logical for 
the general statutes commission to ex- 
amine present laws governing utility 
companies while the reorganization com- 
mission studied the structure and oper- 
ation of the utilities commission. The 
governor expressed the hope that any 
proposed changes could be submitted to 
the 1963 state legislature. 


Ohio 


Co-ops File Price-fixing Suit 
WELVE rural electric co-operatives in 
Ohio have filed suits in federal courts 

in Columbus against twenty-two electrical 
manufacturing companies. The co-opera- 
tives charged violation of the Sherman 
Antitrust Law through price fixing and 
conspiracy. 

In the twenty suits filed early this 
month, the co-operatives asked for triple 
damages in each case, based on the dif- 


ference between the $2,354,586 they paid 
for the equipment and the prices they 
say it would have cost without price fix- 
ing. The suits, which ask the court to 
issue 135 summonses, assert that the com- 
panies did over $609 million worth of 
business a year. They say that the com- 
panies had a virtual nation-wide monop- 
oly in the manufacturing and selling of 
these electrical products. 

The suits also list fifteen co-conspira- 
tors with the defendants. 
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Texas 


Rate Hike Threatened in Suit 


WARNING that it will have to increase 

rates in other Texas cities it serves 

if forced to give up its San Antonio fran- 

chise was given by United Gas Pipe Line 

Company in a brief filed in district court 
in Austin. 

The company differed with State At- 
torney General Wilson, the city of San 
Antonio, and Alamo Gas Supply Com- 
pany, which contended that rates to be 
charged by United in other places would 
not be affected by the San Antonio dis- 
pute. 

United contends that failure of the 
state railroad commission to “exercise 
complete jurisdiction over gas pipelines 
will affect the cost of gas to consumers 
throughout the state.” 

The pipeline company filed the court 
suit in an effort to make the commission 
review its plea to set aside an agreement 
under which its long-time contract to 
supply gas to the city of San Antonio 
would end next April Ist. 


Test of New Natural Gas 
Tax Slated 


| aie oil attorney, Lee Hill, said 
recently the legality of the new 
state tax on natural gas would be chal- 
lenged. Lee said he was confident “there 
will be court challenges.” 

The tax package passed by the July 
special session of the state legislature in- 
cluded provisions designed to tax gas 
reserves dedicated to fill the long-range 
requirements of transmission companies 
delivering Texas gas to other states. Bills 
aimed primarily at taxing exported gas 
were passed in 1952 and 1958 but were 
held unconstitutional by the Texas 
supreme court. 

Hill, associate general counsel of the 
southwest region of Humble Oil & Re 
fining Company, Houston, and chairman 
of the legal and tax committees of the 
Texas Mid-Continent Oil and Gas Asso- 
ciation, predicted most payments of the 
new tax will be made under protest until 
the question of constitutionality is settled. 


Virginia 

The U. S. court of appeals in the 
District of Columbia affirmed the FPC 
order in June. The Jobbers Association 
is asking the highest court to review 


High Court to Decide 
Gas Case 


ip is now up to the United States Su- 
preme Court to decide if Harrison- 
burg and northern Rockingham couny 
are to have natural gas service from the 
Blue Ridge Gas Company, as ordered by 
the Federal Power Commission. 

The Virginia Petroleum Jobbers’ As- 
sociation has been contesting the natural 
gas allocation to Blue Ridge since 1958 
when the FPC gave its first favorable 
report. In the same year, the Virginia 
Corporation Commission granted a cer- 
tificate of necessity to Blue Ridge. 
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the order. If the court declines, Blue 
Ridge may proceed with its pipelines. If 
the Supreme Court decides to review the 
case, it means another hearing. The as- 
sociation contends a gas franchise is not 
economically feasible and no need exists 
for it. Blue Ridge has gas contracts with 
the Harrisonburg Electric Commission to 
operate the diesel generators to produce 
electricity and with large food-processing 
plants in the Broadway-Timberville area. 





Progress 
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Trends and Topics 


Omission of Rate Base Determination 


s explained in a discussion of the rate base theory in 60 Pusiic UTILITIEs 
FortTNIGHTLY 1033 (December 19, 1957), rates are ordinarily fixed by 
determining a rate base and applying a reasonable rate of return to the amount 
determined, but there are exceptions in some cases. The futility of expending 
time and money to determine a rate base when a company is operating at a 
loss, or very close to the line between profit and loss, is evident, as noted in 
several recent decisions by courts and commissions. 

The necessity of determining a rate base, as well as other evidence ordi- 
narily used in fixing rates on the basis of cost of service, is also involved in 
rate fixing for natural gas producers under the jurisdiction of the Federal 
Power Commission, but that goes into questions distinguishable from those 
involved in ordinary rate making by state commissions. 


Reasons for Omitting Rate Base Findings 


The Wyoming commission, in authorizing a rate increase for a telephone 
company, said that while it is the general procedure to start with a rate base, 
develop acceptable income and expense items, and adjust rates so as to allow 
a fair return, this was unnecessary when it was apparent that the requested 
increase would do little more than offset the company’s present operating 
deficit. In this case, moreover, an accurate determination of the original cost 
of plant facilities acquired before 1957 was not possible because of the in- 
accuracy and unavailability of records (39 PUR3d 386). 

The New York commission had before it a case involving a rather unusual 
situation in which the reasonableness of charges could not be determined with 
reference to a return on a rate base. The company, according to the commis- 
sion, was entitled to be paid for operating and maintaining an aerial cable 
and related equipment to carry television signals for community antenna tele- 
vision companies. The telephone company required the antenna companies to 
deposit an amount equal to the construction cost (34 PUR3d 115). 

The District of Columbia commission, in examining rates of a transit com- 
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pany, said that the gross operating method should be used in measuring the —— 
rate of return in accordance with legislative policy set forth in a franchise chase a 
act where the company had complied with the intent of the act and the condi- compat 
tions set forth by the commission as warranting use of such a rate-making the tet 
method. The commission said further, however, that the rate base-rate of ment If 
return method should be used to test the reasonableness of the rate of return inciden 
computed under the gross operating revenue method (38 PUR3d 19). a 
The Georgia commission authorized a rate adjustment to cover increased The 
costs of a gas distributing company, after wholesale gas rate increases had ried ™ 
gone into effect, without determining a rate base or a rate of return. Due aap 
consideration was given to revenue requirements of a company of the size and dry ho 
operating characteristics of the applicant. Allowance was made for operating been : 
expenses, depreciation, and taxes (33 PUR3d 71). _ “ 
A rate increase proposed by a water company was approved by the wag 
Louisiana commission without the determination of a rate base where the end “ vi 
result was sufficient to meet the company’s earnings requirements based on ei 
annual amounts necessary to service the debt and provide a reasonable return eae : 
to equity holders (26 PUR3d 549). sage 
No determination of a rate base or rate of return may be necessary where ca 
proposed increases would not afford sufficient revenue to meet out-of-pocket ee 
costs (Fla 32 PUR3d 432). a 
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The New Jersey commission, adhering to the principles previously ex- 
pressed, said that in fixing railroad passenger fares it is not free to make a 
determination without the establishment of a rate base and proof of the rea- 
sonableness of expenses unless it can be shown that the case in question is one 
of those in which the “losing operation” theory may be tenable. Under the 
operating loss theory confiscation is the issue, and the utility has the burden 
of making a convincing showing that the amounts it has charged to operating aanel 
expenses have not been excessive (21 PUR3d 317). conten 

The commission says it may not rule upon a level of railroad rates in the _— 
absence of evidence of a rate base which is supported by sufficient detail to 


establish its accuracy and suitability (33 PUR3d 500). nye 


rate b 
comps 
base 
Review of Current Cases comp: 


rates 





Differential for Gas Company Return Rejected and 
Rulings Made on Lost Sales and Other Questions Du 


i lee West Virginia commission was 10 per cent rate of return on well-mouth pany’ 
faced with a novel approach to rate properties and 6.75 per cent on all other Certa 
making when the Hope Natural Gas property. The justification asserted for tende 
Company requested that it be allowed a the differential was that, by virtue of the such 
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increasing cost associated with the pur- 
chase and transmission of certain gas, the 
company should be encouraged to increase 
the tempo of exploration and develop- 
ment in other fields by the added incentive 
incident to a higher rate of return on such 
investment. 

The idea, noted the commission, car- 
ried some conviction, and if Hope was 
primarily an independent producer whose 
dry holes were total losses it would have 
been even more convincing. But such was 
not the case. In prior rate cases, the com- 
pany had always been allowed, as part of 
its cost of service, its exploration and de- 
velopment costs irrespective of whether 
such costs had resulted in the addition of 
productive wells. The company’s custom- 
ers, through rates paid in the past, had 
enabled Hope to carry on its activities in 
prospecting for gas with no loss on ac- 
count of nonproductive wells drilled as a 
part of such activities. 

In point of fact, the commission knew 
of no instance, and no cases had been 
cited by the company, in which anywhere 
near a 10 per cent rate of return had been 
allowed on well-mouth investments by any 
regulatory authority except to independ- 
ent producers who had no way of re- 
covering dry hole costs except by in- 
creased rate of return on productive wells. 
Therefore, in calculating the return, the 
commission made no distinction between 
the classes of property included in the 
rate base. A 6.40 per cent return on the 
company’s average net original cost rate 
base was considered reasonable, and the 
company was directed to refund excess 
rates collected under bond. 


Lost Wholesale Sales 


During the test period, two of the com- 
pany’s wholesale customers had been lost. 
Certain of the industrial protestants con- 
tended that the volumes represented by 
such lost sales should not be eliminated 


from the test-year figures. In support of 
such position, they produced evidence 
that Hope’s sales had historically in- 
creased from year to year, and projected 
that Hope would be able to find other 
purchasers who would absorb the volumes 
lost. An assumption that the sales would 
continue, or that the volumes covered by 
such sales would be absorbed by other 
comparable sales without additional ex- 
penditures, countered the commission, 
was an assumption that could not be 
made. It is incumbent upon a regulatory 
tribunal to render decisions in the light 
of facts as they exist at the time of such 
decision, when they are known, rather 
than to engage in speculation as to the 
state of such facts in the future or to 
adhere rigidly to what they have been in 
the past. 

The commission, therefore, found that 
in calculating Hope’s cost of service the 
sales to the two lost customers and the 
revenues associated therewith should be 
eliminated, and that the commodity cost 
incident thereto should also be eliminated, 
plus a proper reduction made in expense 
for the cost of operating and maintaining 
measuring stations used to serve such cus- 
tomers. 


Unprofitable Out-of-state Venture 


In recent years, Hope has been engaged 
in the exploration and development of 
certain gas properties in the state of 
Louisiana, has entered into contracts for 
the purchase of gas from other Louisiana 
producers, and has constructed in that 
state certain gathering facilities for han- 
dling the gas, which volumes were trans- 
ported and delivered to Hope or its af- 
filiated companies north and east of 
Hope’s West Virginia facilities, com- 
pletely bypassing the same. The cost of 
the gas purchased in Louisiana was high 
and the venture, to date, had proved un- 
profitable. 
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Hope, in computing its cost of service, 
had eliminated the Louisiana property 
and the operating expenses of the Loui- 
siana venture and had likewise eliminated 
volumes of Louisiana gas in computing 
the allocation factors between the West 
Virginia jurisdictional and _ interstate 


wholesale sales. No exception had been - 


taken by protestants to the elimination of 
the property and operating expenses of 
the unprofitable venture. It was con- 
tended, however, that the volumes of such 
gas should have been included with inter- 
state sales in computing allocation fac- 
tors. 

The commission found no justification 
for eliminating the one without eliminat- 
ing the other. It is within the very nature 
of things, pointed out the commission, 
that we cannot have our cake and eat it 
as well. 

On the accounting matter related to 
Louisiana gas, however, the commission 
took no exception to the company’s pro- 
cedure. The company had averaged the 
higher costs of Louisiana gas with other 
costs in pricing gas into storage, resulting 
in a credit to, and hence a reduction in, 
the cost of service. The commission, al- 
though allowing this, reserved the right 
to take appropriate action in future rate 
proceedings. 


Effective Federal Income Tax Rate 


For a number of years, it had been the 
practice of the parent company of which 
Hope was a subsidiary to file a con- 
solidated federal income tax return for 
all the companies in the system, the ob- 
jective being the reduction of the federal 
income tax liability of each. There was 
necessarily some delay in the filing of 
such a return and the determination of 
the effective rate for federal income taxes 
for the year 1960, which return had not 
yet been filed at the time of the rate pro- 
ceeding. 
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Hope originally contended for an ef- 
fective rate of 50.5 per cent. The protes- 
tants had taken the position that a 49.9 
per cent rate was proper and the staff 
used an effective rate of 50.3 per cent. 
Hope, in calculating its cost of service, 
included as a deduction for computing 
federal income tax, interest on its Loui- 
siana investment, while such properties 
were excluded from the rate base, The 
commission used the staff’s figure of 50,3 
per cent as the effective rate in calculating 
Hope’s federal income tax liability. 


Attrition 


The commission, as it had done in a 
previous case (33 PUR3d 335), made an 
allowance for attrition, using the same 
formula developed in the prior case. The 
allowance was made in order to com- 
pensate for the effect of attrition upon the 
amount ultimately realized from the reve- 
nues received. The method developed was 
through the use of net additions to dis- 
tribution property only, rather than the 
total net additions for the test years. 


Supplier Refunds and Reductions 


The company was directed to report all 
refunds or reductions in rates from sup- 
pliers, regardless of whether they had 
been the subject of a proceeding under a 
commission rule relating to accelerated 
rate procedure for gas utilities. The pur- 
pose of the rule was to permit gas dis- 
tribution companies to recoup increased 
gas purchase costs as soon as they were 
incurred and paid, subject to refund pend- 
ing the final determination of the pro- 
priety thereof by proper regulatory 
authorities. 

The rule limited the issues by which 
they could be placed in effect to the ones 
set forth therein, thus precluding inquiry 
as to whether or not the companies in- 
curring such costs were in a position to 
absorb the same, and as a concomitant to 
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such limitation of the issues in the event 
that refunds and reductions resulted from 
the final decision of the regulatory body 
which was the instrumentality by which 
such increased costs were placed in effect 
in the first instance. 

To permit a gas distribution company 
to obtain the advantages of the rule in 
placing such higher gas purchase costs in 
effect in the first instance and to avoid 


the disadvantages (limitation of issues in 
the event of refunds and reductions) by 
a general rate case resolved by the com- 
mission before final determination of the 
propriety of such increased gas purchase 
costs by the regulatory tribunal having 
jurisdiction thereof would be to defeat 
the purpose of the rule, the commission 
felt. Re Hope Nat. Gas Co. Case No. 
5243, September 1, 1961. 


Statutory Penalty for Denial of Service 
Repealed by Implication 


b he Nevada supreme court reversed 
a judgment of a lower court award- 
ing a $2,000 penalty against a telephone 
company for failing to grant a customer’s 
request for service. Under a 1913 Nevada 
statute, if a telephone company refuses, 
after a period of thirty days, to furnish 
telephone service to an applicant who 
owns or occupies premises within 200 feet 
of a telephone wire, the company must 
pay to the applicant $50 as liquidated 
damages, and $5 per day as liquidated 
damages for every day such refusal or 
neglect continues. The plaintiff, though 
meeting the conditions of the statute, was 
denied service and later obtained judg- 
ment for the statutory penalty. 

A 1919 statute creating the public serv- 
ice commission grants “full power” to 


prescribe classifications of service and fix 
and regulate utility rates. The high court 
held that the 1913 statute was necessarily 
inconsistent with the 1919 legislation and 
that the latter, by necessary implication, 
repealed the former. The grant of “full 
power,” said the court, cannot reasonably 
mean a limited or restricted power. It 
cannot mean, as contended by the plantiff, 
full power to classify in all cases except 
the case involving an owner or occupant 
of property within 200 feet of a wire. A 
statute establishing a comprehensive plan 
for regulating a particular subject matter 
repeals, by necessary implication, an 
earlier law dealing with but a small part 
of the same subject matter. Southern 
Nevada Teleph. Co. v Christoffersen, 363 
P2d 96. 


Overall Financial Effect Required to Be Shown 
In Service Discontinuance Case 


7 Florida supreme court upheld a 
commission order denying the Grey- 
hound Corporation permission to discon- 
tinue certain schedules between Cedar 
Key and Gainesville. Although the af- 
fected area afforded the company less 
than one passenger per day, the evidence 
indicated that five communities would be 


left without any public transportation if 
the company were permitted to discon- 
tinue its service. Moreover, the company’s 
evidence was inadequate to meet its bur- 
den of showing a material adverse effect 
on its overall operations. It is funda- 
mental in these cases, said the court, that, 
in order to abandon such a public service, 
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it is necessary to show not only that such 
facility is operated at a loss but that such 
loss affects substantially the overall opera- 
tion of the company. 

There was substantial evidence indicat- 
ing that other communities would be ad- 
versely affected by the abandonment. 
While this fact would not be determina- 
tive of the cause, the court noted that it 
adds weight to the conclusions of the 
commission that the public convenience 
requires the continuance of the service 
from Cedar Key to Gainesville. 


Concurring Justice Questions Rule 


Justice Hobson, though concurring in 
the result, objected to the majority’s view 
that it is necessary for the company to 
show that its loss affects substantially its 
overall operation. Such a rule, he said, is 


an innovation in the law of the state of 
Florida. 

He suggested the true rule as follows: 
(1) Where reasonable public necessity 
demands continuance of a particular local 
service which is being rendered by a car- 
rier at a relatively small financial loss, the 
carrier will not be permitted to abandon 
or curtail such service if its entire system 
has substantial net earnings over all op- 
erating expenses; (2) but if the operating 
losses suffered in rendering the particular 
local service are grossly disproportionate 
to the public convenience and necessity in 
regard to the service in question, then 
abandonment of such service should be 
permitted, notwithstanding the fact that 
the carrier’s overall operation is enjoying 
substantial profits. Greyhound Corp. v 
Carter et al. 131 So2d 735. 


Rate Condition in Temporary Gas Producer 
Certificate Upheld 


thes U. S. court of appeals for the 
third circuit upheld the authority of 
the Federal Power Commission to attach 
a price condition to a temporary cer- 
tificate granted to an independent gas 
producer pursuant to § 7(c) of the 
Natural Gas Act. The producer, J. M. 
Huber Corporation, owned acreage in the 
Laverne field, located in the Oklahoma 
Panhandle area. After contracting to sell 
gas from this area to Michigan Wiscon- 
sin Pipe Line Company, it applied to the 
commission for a certificate. Simultane- 
ously it also applied for a temporary 
certificate. 

In doing so, Huber tendered as its rate 
schedule the contract with Michigan Wis- 
consin, which provided for a price of 17 
cents per Mcf plus one cent for each Btu 
in excess of 1,000 Btu content per cubic 
foot. The commission granted Huber the 
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temporary authority, subject to the condi- 
tion that the upward Btu clause be elimi- 
nated pending ultimate determination of 
the rate in the final hearing. The court 
held that although § 7(c) does not spe- 
cifically permit the commission to condi- 
tion the issuance of temporary certificates, 
that power has been held to be implicit in 
its language. 

The court disagreed with Huber’s argu- 
ment that the commission’s action in 
granting a temporary certificate under § 
7(c) must be circumscribed by all the 
standards imposed by the various sections 
of the act. It said that by its very nature 
the issuance of a temporary certificate 
under § 7(c) is a summary matter, an 
emergency provision, and that under it 
the commission has discretion to either 
grant, grant conditionally, or deny appli- 
cations for temporary certificates. 
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Unlike the other sections of the act, 
this section contains no specific standard 
that the commission must follow in fixing 
rates. Its discretion, however, is not un- 
fettered. It is always subject to judicial 
review, and where the commission acts 
arbitrarily, capriciously, or contrary to 
the avowed purpose of the act, judicial 
intervention is warranted. 


Effect of Price Policy Statement 


The court also held that the condition- 
ing of Huber’s temporary certificate by 
eliminating the Btu adjustment clause 
from its contract with Michigan Wiscon- 
sin was in accord with the commission’s 
Statement of General Policy No. 61-1 
issued on September 28, 1960, 35 PUR3d 
195. The elimination of the Btu adjust- 
ment from the price as allowed under the 
temporary certificate was merely the 
necessary follow-through on the estab- 
lished price policy for the particular gas 
field involved. 

The court believed that it was required 
to accept this price policy statement if it 
was reasonably supported in the record. 
It pointed out that Huber sought emer- 
gency relief through a temporary cer- 
tificate to prevent probable drainage of 
the reserves involved. At the time the 
certificate was granted the new price 
policy relating to the Oklahoma Pan- 
handle area was in effect and was conse- 
quently reflected in the certificate con- 
dition. 

The price policy was arrived at after 
consideration of cost information, exist- 
ing and historical price structures, vol- 
umes of production, trends in production, 
price trends in the various areas over a 
number of years, trends in exploration 
and development, trends in demands, and 
the available markets for the gas. In this 
statement the rule was laid down that the 
price levels determined were for the pur- 


pose of guidance and initial action by the 
commission, and their use would not de- 
prive any party of substantive rights or 
fix the ultimate justness of any rate level. 
It also made plain that proposed initial 
sales of natural gas by independent pro- 
ducers, which included rates higher than 
those indicated in the statement, should 
be denied a certificate or certificated only 
upon the condition that lower rates be 
filed, and that all rate changes filed under 
existing contracts which call for a rate 
exceeding the indicated price level should 
be suspended. 

Huber argued, however, that the strik- 
ing of the Btu adjustment was incon- 
sistent with other certificates issued and 
amended contracts approved in the 
Laverne field. The court conceded that 
prior to the issuance of the policy state- 
ment the commission had granted cer- 
tificates and approved contracts in the 
Laverne field containing Btu adjustments. 
But, it said, this practice came to an end 
with the policy statement. Its discon- 
tinuance was an integral part of the com- 
mission’s endeavor to limit the rise in gas 
prices. 

Furthermore, since that time cer- 
tificates granted in that field, both tem- 
porary and permanent, covering an initial 
rate have not contained Btu adjustment 
provisions. The court believed that the 
commission acted responsibly and com- 
mendably in the public interest. 

Huber is receiving the highest allowed 
initial rate for new sales of gas in the 
Panhandle area. The court said that there 
was at least the serious challenge by the 
commission respecting the Btu content of 
the gas involved, whether the clause was 
operating and, if so, the extent of its op- 
eration, These items, said the court, and 
the important general questions of wheth- 
er such clauses are advisable at all, and, if 
so, under what conditions, can be de- 
veloped at final hearing. It was not in- 
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tended to attempt to pass upon them at 
this preliminary stage and, in fact, it 
would be impossible to do so, according 


to the court. J. M. Huber Corp. v Fed- 
eral Power Commission, No. 13,535, 
June 23, 1961. 


Depreciation of Motor Vehicles 


HE Wisconsin commission denied a 

transit company an emergency in- 
crease in fares. The commission was of 
the opinion that the company improperly 
computed depreciation on motor vehicles, 
having short lives. Depreciation had been 
taken on a group basis, whereas the com- 
mission thought it would be better to 
accrue it on a unit basis. 


If this were done, a reduction of $200,- 
000 or more in depreciation charges 
would be realized. With such adjustment, 
net operating income would be increased, 
and would be adequate to cover fixed 
charges and provide a return on common 
stock equity. Re Milwaukee & S. Trans- 
port Corp. MC-1670, 2-SR-4027, July 27, 
1961. 


Competitive Carrier Authority Properly Granted Where 
Union Pressure Interfered with Existing Service 


U. S. district court ruled that the 

Interstate Commerce Commission 
was justified in granting competitive 
motor carrier authority where existing 
carriers, because of union pressure in- 
volving a “hot cargo” contract clause, 
failed to render adequate service to the 
shipping public. Interstate trunk lines had 
refused transportation, disregarded rout- 
ings, routed by carrier and rail where no 
joint truck-rail rates were in existence, 
all with additional expense to shippers. 
Because of the interstate carrier service 
inadequacy, the service of several non- 
union Nebraska motor carriers was im- 
paired in the handling of interstate ship- 
ments. However, as the commission 
found, at no time was the boycott against 
the nonunion Nebraska carriers entirely 
effective since interchange with the larger 
unionized carriers was never completely 
shut off. 

Stockholders of these intrastate car- 
riers formed a company to provide the 
service which was being withheld, and 
they sought the requisite competitive au- 
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thority from the Interstate Commerce 
Commission. The commission determined 
that one effective method of correcting 
the situation was by granting the re- 
quested authority, pointing out that the 
commission is charged with the duty of 
procuring such additional facilities as 
may be necessary to carry out the purposes 
of the national transportation policy. 

The court observed that the commis- 
sion has broad discretion in determining 
the issue of public convenience and neces- 
sity under the Interstate Commerce Act. 
The matter requires the exercise of the 
commission’s expert judgment. The court 
held that the commission’s order was 
sufficiently supported by evidence that the 
service of the existing carriers was inade- 
quate and that the competitive service 
was granted in the public interest. 


Question of Labor Dispute 


A complaining carrier, arguing against 
the grant of competitive authority, con- 
tended that there was a labor dispute 
which the commission had no power to 
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adjudicate. The dispute, it was said, 
should be submitted to the National 
Labor Relations Board. The court indi- 
cated, however, that there was no labor 
dispute between employer and employee 
here. It was, rather, pressure brought to 
bear on the interstate carriers by the labor 
union to force a union shop contract upon 
the Nebraska carriers. 

The union had been unable to secure 
recognition by the Nebraska carriers by 
reason of their employees refusing to ac- 
cept the union as their bargaining agent. 
The interstate carriers simply went along 
with the union and did not require their 
employees to perform the service that the 
carriers were required to render under 
their certificates. Their inaction led to a 
public demand for additional service. 


Commission Powers 


The court recognized that the commis- 
sion does not have jurisdiction to consider 
the legality or propriety of labor agree- 
ments or to adjudicate labor disputes. 
Nor does it have authority to issue a cer- 
tificate as a penalty against existing cer- 
tificate holders. But the commission does 


have jurisdiction over the actions of car- 
riers in relation to their obligations under 
the Interstate Commerce Act. The court 
dismissed as being without merit a con- 
tention that the competitive authority is- 
sued in this case constituted a penalty. 


Excuse for Service Failure 


Labor disappointments, such as those 
involved here, said the court, do not con- 
stitute a valid excuse for motor carriers 
to refuse to pick up and deliver shipments 
tendered to them by shippers who are 
experiencing labor troubles and whose 
plants are picketed. Nor may the carriers 
refuse to interchange shipments with 
other carriers which are not unionized or 
engaged in labor controversies with their 
employees. 

When existing motor carriers fail for 
any of these reasons to perform their 
obligations to shippers and other carriers, 
the commission is bound to insure ade- 
quate motor carrier service through the 
grant of additional carrier certificates, as 
was done in this case. Burlington Truck 
Lines, Inc. v Interstate Commerce Com- 
mission et al. 194 F Supp 31. 


Wage Increases after Test Period Disallowed 


i jo Ohio commission denied a tele- 
phone company’s request for annual- 
ization of a wage increase that went into 
effect four months after the end of the 
test period. The commission pointed out 
that changes in both expenses and reve- 
nues would occur almost continually after 
any date or period of time chosen for the 
testing of rates. Reaudits to determine 
the effect of all such changes would un- 
duly lengthen the regulatory process and 
may well, especially in periods of infla- 
tion, unnecessarily burden the utility in- 
dustry, 

On the other hand, to allow a selection 


of those changes that tend to be favorable 
to the viewpoint of any one party could 
have the effect of distorting the results. 


Stipulation 


The commission stated that it was not 
bound by a stipulation entered into be- 
tween the parties with regard to the rate 
increase. The commission held that a re- 
turn of 6.35 per cent on the reproduction 
cost new less depreciation rate base was 
reasonable and, in arriving at the dollar 
amount necessary to produce such a re- 
turn, authorized the company to file rates 
which would produce 61 per cent less than 
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the telephone company had originally re- 
quested. 

The company had originally requested 
rates that would produce an annual in- 
crease of $114,000 in local service reve- 
nues, an increase of 57 per cent. During 
the course of the hearings, the company 
had entered into stipulations with repre- 
sentatives of subscribers which provided 
for rates that would result in an increase 
in local service revenues of about $82,700, 
an average increase of 41 per cent over 
present rates. The commission authorized 
an increase of about $44,600, an average 
increase over present rates of 22 per cent. 


“Write-up”’ of Pole Line Account 


One of the issues revolved around a 
difference of opinion as to the proper 
treatment of a “write-up” by some $70,- 
000 of the stated valuation of pole line 
property. The company’s witness had 
made no modification of the usual practice 
of deducting gross additions by years 
backward in time until an account is ex- 
hausted. The method utilized by the wit- 
ness, deducting gross additions back 
through 1943, resulted in more than 30 
per cent of the total book cost of the 
property in that account remaining. The 
witness assumed that the dollars in the 
account at the end of 1942 were put on 
the books equally over the years 1933 to 
1942 and, therefore, applied a conversion 
factor to those dollars that was an aver- 
age of the conversion factors applicable 
to the ten-year period. 

The commission staff took the position 
that the main reason for the “write-up” 
of the pole line account as of 1947 was 
because additions prior to that date were 
recorded at values substantially too low. 
Accordingly, the staff increased the book 
amounts of the additions in the years 
prior to 1947, which resulted in the bal- 
ance in the account being exhausted by 
1945. 
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The _staff’s treatment was consid- 
ered more reasonable and accepted by the 
commission, 


Right of Way 

The company objected to the elimina- 
tion of an allowance for right of way 
in its reproduction cost new valuation 
estimate. The evidence showed, however, 
that the company had built considerable 
quantities of plant during the past ten 
years without buying right of way, 
justifying the exclusion. 


Statutory Interest 


The company also objected to the use 
of statutory interest rather than actual 
interest in the determination of the allow- 
able federal income tax expense. The 
company claimed that so-called statutory 
interest was a concept to be used in de- 
termining the rate of return, not the cost 
of rendering service. 

The commission disagreed. The use of 
statutory interest, it said, is in accordance 
with court precedent. If a company would 
pay more or less interest than it pays on 
its debt, the greater or lesser amount of 
interest that such a company would so 
pay should, in a rate proceeding, be used 
as a factor in determining the income tax 
liability that such a company would have. 


Miscellaneous Matters 


No allowance was made for cash work- 
ing capital since tax accruals were con- 
sidered sufficient to offset the need for 
such an allowance. The commission di- 
rected that the company amortize rate 
case expense over a five-year period rather 
than a three-year period advocated by the 
company. 

In allocating the gross annual revenues, 
the commission commented that the exer- 
cise of informed judgment was required, 
directed to the best interests of the public 
generally. Such judgment should be based 
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on many considerations, including the 
cost associated with accounting pro- 
cedures to calculate, bill, and collect rates 
and charges from the subscriber. Sub- 
scribers should not be burdened with ex- 
cessive expenses attributable to apportion- 


7 


ing cost with an “extreme nicety” to 
determine the portion thereof assignable 
to each subscriber receiving each type, 
grade, and class of service. Re Chardon 
Teleph. Co. Case No. 29,740, September 
14, 1961. 


Overhead High-voltage Line Not Shown to 
Be Hazardous 


thinset was made to the Pennsyl- 
vania commission that an electric 
company proposed to install an overhead, 
high-voltage electric transmission line 
along a road immediately adjacent to a 
school and parish property. It was con- 
tended that this location would constitute 
an unnecessarily grave threat of danger 
and physical harm to schoolchildren and 
parishioners and would constitute a tak- 
ing of complainant’s property without 
due process of law. The commission dis- 
missed the complaint on the ground that 
it had not been adequately supported by 
the testimony of record. 

The company’s engineer testified that 
the route selected for the line was the 
most direct, logical, and reasonable of 
several routes studied, and its decision to 
install overhead pole line facilities was 
the result of extensive studies by engi- 
neers of the nature of terrain, the semi- 
rural character of the neighborhood, the 
trafic and population density, the nature 
and uses made of the abutting properties, 
and the possible need for additional util- 
ity lines along the road. 

The line was located entirely on 22 
abutting properties, the owners of which 
had granted rights to install the line over 
their properties, but along the parish 
property the line was installed on poles 
and post-type insulators located entirely 
within the legal right-of-way limits of 
the road pursuant to highway occupancy 
permits issued by the State Highway 


717 


Department. There was testimony that 
underground construction of one and one- 
half miles of line would cost $350,000, 
whereas the existing line was constructed 


at a cost of $50,000. 
No Taking of Property 


The commission noted that the com- 
pany had completed construction of the 
overhead line entirely within the legal 
right-of-way limits of that portion of the 
road abutting the complainant’s prop- 
erty. Accordingly, occupancy of the public 
highway by the overhead facilities con- 
stituted no unlawful taking of the com- 
plainant’s property as averred. The public 
location of the overhead facilities, by 
permission of the State Highway Depart- 
ment, effectively removed from the com- 
plainant’s control any matter relating to 
the operation and maintenance of such 
facilities. 

As long as public utility operations are 
conducted with reasonable diligence and 
consideration so as not to adversely affect 
the safety and convenience of the travel- 
ing public and others utilizing the road, 
the electric company may not be required 
to remove or modify its facilities without 
a proper showing that continued oc- 
cupancy will result in unsafe or hazardous 
conditions contrary to the public interest. 


Threat of Danger and Physical Harm 


On the question of the line being an 
unnecessarily grave threat of danger and 
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physical harm to schoolchildren and 
parishioners, it was noted that the record 
included no expert testimony on behalf 
of the complainant relative to the tech- 
nical safety of the facilities. The com- 
plainant’s position was that the overhead 
line might be safe but that an under- 
ground line would provide the safer type 
of construction at this location. 

The line in front of the parish property 
had been designed, constructed, and was 
operating under safety criteria more 
stringent than the installation and main- 
tenance standards prescribed by the 
National Electrical Safety Code. The 
company engineer said that an overhead 
line installed in accordance with the pro- 
visions of the code is clearly and definitely 
a safe installation and that such overhead 
facilities are considered to be equally as 
safe as an underground line from the 
standpoint of the public. The record in- 
dicated that although overhead facilities 
are subject to failure for various causes, 
such failures are infrequent, and they had 
not occurred on any lines operated by the 
company adjacent to or over properties 


occupied by schools, playgrounds, and 
churches. 

The commission said that over the 
years it has recognized that the provisions 
of the National Electrical Safety Code 
constitute reasonable standards of safe 
construction and maintenance practices 
which have received universal acceptance 
throughout the electric utility industry, 
The commission was cognizant that a cer- 
tain degree of hazard to public safety 
exists under or near all electric lines and 
that such hazard cannot be entirely elimi- 
nated in all cases, but may be largely 
minimized. 

There was said to be no doubt from the 
record that the complainant’s action was 
compelled by the finest of motives; name- 
ly, the welfare and safety of the school- 
children and the members of the parish. 
The commission, nevertheless, was of the 
opinion that the distribution line along 
the parish property did not present an 
unreasonable hazard to public safety by 
virtue of its overhead location. Larkin v 
Philadelphia Electric Co. Complaint 
Docket No. 17472, August 28, 1961. 


Electric Company May Extend Lines Despite Contract 
Restricting Competition with Co-operative 


(en North Carolina supreme court 
affirmed a lower court judgment 
which refused to enjoin an electric com- 
pany from extending its lines into terri- 
tory contested by an electric co-operative. 
The parties are free to compete in rural 
areas in North Carolina unless they have 
voluntarily restricted their rights by con- 
tract. Several years ago they entered into 
a contract which prohibited duplication 
of facilities and provided that neither 
party would serve an applicant who could 
be served by the other from existing fa- 
cilities or extensions not exceeding 300 
feet. 
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The high court agreed with the trial 
judge that the electric company was not 
precluded by this contract from extending 
its facilities and furnishing electricity to 
a new subdivision which was more than 
300 feet from any of the co-operative’s 
facilities. The court interpreted the con- 
tract as prohibiting competitive service 
within 300 feet from existing lines of 
either party and as prohibiting the con- 
struction of facilities in this area except 
when necessary to provide service beyond 
its limits. Pitt & Greene Electric Mem- 
bership Corp. v Carolina Power & Light 
Co. 120 SE2d 749. 





T 


quir! 
from 
and 

mete 
cour 
for | 
unre 
bear 
rath 


cedu 
and 

been 
passe 
own 
law, 

to r 


woul 
woul 


A 


a. 
miss: 
creas 
const 
broas 
hear 
creas 


PROGRESS OF REGULATION 


Order to Install Water Meters Upheld Along with 
Tax Allowance Involving Rapid Depreciation 


bee: was nothing unreasonable in 
the California commission’s order re- 
quiring Dyke Water Company to convert 
from flat rate service to metered service 
and to commence forthwith to install 400 
meters a month, the California supreme 
court ruled on petition by the company 
for annulment of the order. Nor was it 
unreasonable to require the company to 
bear the cost of installation of the meters 
rather than imposing the cost on rate- 
payers. 

The commission had long before 
ordered the company to set up a pro- 
cedure for converting to metered service, 
and apparently only a token effort had 
been made at conversion. Three years 
passed and Dyke offered no plan of its 
own for conversion. Under California 
law, the commission plainly has authority 
to require metered service in order to 
prevent waste and discrimination. 

On the question of paying for the 
meters, the court observed that it would 
not be proper to impose upon the rate- 
payers the double burden of providing the 
capital cost of the meters and then paying 
a return on the capital. Furthermore, the 
evidence indicated that manufacturers 
would compete to install the meters and 
would offer favorable credit terms. 


e 


The company, which takes accelerated 
depreciation and enjoys a tax advantage 
under federal law, objected that the com- 
mission allowed as a rate-making expense, 
subject to final determination of the prob- 
lem later, the amount of federal income 
tax which would be payable if straight- 
line depreciation were used. Dyke com- 
plained that this action of the commission 
was uncertain and unclear in that “it is 
impossible to ascertain therefrom the ef- 
fect of present and anticipated federal 
income taxation on petitioner’s revenues.” 

The court, on the other hand, was un- 
certain what the petitioner meant, ob- 
serving that nothing the commission says 
can affect the company’s obligation to pay 
its taxes. In any event, it was pointed out, 
the commission’s allowance of the larger 
tax which would result from straight-line 
depreciation redounded to the company’s 
advantage. 


Confiscation Claim Erroneous 


The court rejected as erroneous a claim 
that the rates allowed by the commission 
were confiscatory. It appeared that they 
will produce a rate of return of more than 
7 per cent on a depreciated rate base. 
Dyke Water Co. v California Pub. Utili- 
ties Commission et al. 14 Cal Rptr 310. 


Hearing Necessary to Increase Broadcasting Power 


— appeals court ruled that 
an unconditional permit granted 
by the Federal Communications Com- 
mission to a radio broadcaster to in- 
crease its power in presunrise operations 
constituted a modification of another 
broadcaster’s license so as to require a 
hearing. It was conceded that the in- 
crease in power would unduly interfere 


with the other broadcaster’s protected 
contour. 

The hearing was required even though 
the increased power might not be used 
before sunrise and notwithstanding that 
the commission purported to reserve the 
right to restrain undue interference. 
WBEN, Inc. v Federal Communications 
Commission, 290 F2d 743. 
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ICC Justifiably Declined to Correct 
Certificate Revocation Error 


io U. S. district court has held that, 
although the Interstate Commerce 
Commission has the power to correct a 
certificate revocation order, if based on 
inadvertence or mistake, and to alter or 
terminate rights which are extant or 
which have been revoked or should have 
been revoked, it is not under a legal obli- 
gation to do so. 

The case arose out of a peculiar set of 
facts. Originally, a motor carrier had 
petitioned for revocation, and after hear- 
ing the commission had issued its order. 
It subsequently appeared that the com- 
mission order had only canceled rights 
held under the lead docket number and 
that the carrier had continued to operate 
within the limits of authority contained 
in the original subdocket number. 

The two competing carriers involved 
in the instant case had petitioned the 
Interstate Commerce Commission to issue 
an order declaring that the entire op- 
erating authority had been revoked. Upon 
denial of the request, an appeal was taken. 


Appellate Standing 


The fact that the two carriers appeared 
and participated in the proceedings be- 
fore the commission was not determina- 
tive of their standing to maintain the ap- 
peal. It is a recognized principle that the 
judicial power may not ordinarily be in- 
voked by one whose rights are not af- 
fected. The two carriers had not shown 
that their rights would be adversely af- 
fected by the commission’s order. There- 
fore, they had no standing to sue. 


Original Request Withdrawn 


Nevertheless, the court did not rest its 
decision solely on that point, but held 
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that, on the merits, the complaint should 
be dismissed. The commission, said the 
court, had justifiably found that, although 
the carrier had originally intended to re- 
quest revocation of its entire operating 
authority, it had not actually requested 
the same. Under the circumstances, com- 
plete revocation was neither warranted 
nor proper. 

The petition, as it had been filed, re- 
gardless of intent, had requested only 
revocation of the lead docket number. A 
proper order had been entered to that ef- 
fect, involving no ministerial or adminis- 
trative error. The carrier was not present- 
ly requesting revocation or cancellation 
of its remaining authority. There was no 
legal authority by which the commission 
could revoke or cancel a duly issued per- 
mit on the basis of the petitions of com- 
peting motor carriers. 


Scope of Review 

Even assuming that a legal request had 
been made for revocation of both permits, 
the court said, the commission properly 
found that it had been subsequently with- 
drawn. Even if the commission had com- 
mitted inadvertent error, it could cer- 
tainly correct itself, but it legally and 
justifiably declined to do so. 

The revocation of operating authority 
previously issued to a motor carrier, 
pointed out the court, is within the ex- 
clusive province of the Interstate Com- 
merce Commission. The general rule is 
that the judicial function is exhausted 
when there is found to be a rational basis 
for the conclusions approved by the ad- 
ministrative body. E. Brooke Matlack, 
Inc. et al. v United States et al. 195 F 
Supp 399. 
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Original Cost of Water Plant Determined 


Ox its own motion the Missouri com- 
mission ascertained the original cost 
of the plant of Capital City Water Com- 
pany. The calculation was based on a 
detailed inventory of the physical prop- 
erty, which was priced at costs secured 
mainly from the company’s actual con- 
struction records. When recorded costs 
were not available they were estimated. 
General overheads that had not been capi- 
talized and properly identified in the com- 
pany’s records were disallowed. 

Also disallowed was a 10 per cent 
contractor’s profit paid by the company 
in connection with the construction of a 
filter plant. It appeared that the con- 
tracting company was organized by the 
owners and employees of the water com- 
pany, who received full salary from the 
water company during the construction 
period and who were entirely capable of 
handling the construction project. 

The company was ordered to discon- 
tinue its practice of adding 5 per cent to 
all construction expenditures (except pur- 


chases of complete units of equipment) 
to cover local management supervision, 
purchasing, cost of office records, etc. 
The company was ordered to account for 
such costs in accordance with the ap- 
plicable Uniform System of Accounts for 
Water Utilities. 


Depreciation Theory 


The commission rejected the company’s 
proposed remaining-life theory of de- 
preciation. Water utility depreciation 
rates, it was pointed out, are to a large 
extent a matter of judgment. They should 
be established for each company and 
should reflect conditions that exist in that 
company. The engineering staff’s recom- 
mendation of depreciation rates was 
adopted. They result in a composite de- 
preciation accrual rate of 1.44 per cent. 
The company was required to establish 
and maintain its reserve for depreciation 
by primary plant accounts. Missouri Pub. 
Service Commission v Capital City Water 
Co. Case No. 14,178, August 17, 1961. 





Other Recent Rulings 


Scope of Judicial Review. The Oregon 
supreme court, in reviewing an order of 
the commissioner (involving assessment 
of a tax on a motor carrier rather than 
regulation), stated the rule that where 
the commissioner has made sufficient 
findings of fact and conclusions of law 
the courts may enter a final decree and 
are not limited to a remand to the com- 
missioner. Mitchell Bros. Truck Lines v 
Hill, 363 P2d 49. 


Return on Deferred Taxes. In de- 
termining an allowable rate of return for 


a natural gas pipeline company, the Fed- 
eral Power Commission treated the 
amounts accumulated in the deferred tax 
account as a part of the capital structure 
of the company at a one and one-half per 
cent rate of return. Re Ohio Fuel Gas Co. 
Docket Nos. G-16818, G-18423, G-20273, 
July 28, 1961. 


Written Report Not Required. The 
Massachusetts supreme court held that 
the failure of a hearing officer to make 
a report in writing in a certificate amend- 
ment proceeding did not prejudice any 
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substantial rights of any party where no 
issue of fact depended upon the credibility 
of witnesses and where it was not con- 
tended that the commission’s decision was 
unsupported by substantial evidence. 
Fortier v Massachusetts Dept. of Pub. 
Utilities et al. 175 NE2d 495. 


Capitalization Affects Return Allow- 
ance. In allowing a water company a 
rate of return of 6 per cent on a fair 
value rate base, the Pennsylvania com- 
mission took into account the small size 
of the company and the fact that its 
capitalization was represented entirely by 
common stock. Pennsylvania Pub. Utility 
Commission et al. v Honey Brook Water 
Co. C 17497 et al. July 24, 1961. 


Operation at Loss: The Pennsylvania 
commission granted a fare increase to a 
transit company upon a showing that, 
despite the institution of operating effi- 
ciencies, the company was still operating 


at a loss. Pennsylvania Pub. Utility Com- 
mission v Erie Coach Co. Complaint No. 
17608, August 7, 1961. 


Tax Adjustment for Expense Alloca- 
tion. Where a water company sustained 
55.6 per cent of the expense of a reservoir 
which it shared with a subsidiary, the 
New Jersey department was required to 
adjust the company’s income tax, for 
rate-making purposes, on the basis of the 
expense allocation. Re Hackensack Water 
Co. Docket No. 566-9473, August 10, 
1961. 


Standpipe in Zoned Area. The New 
Jersey department found that the con- 
struction of a standpipe and related 
facilities required by’ a water company 
was reasonably necessary to adequate 
public service where the proposed site 


was the most feasible location and where 
residents opposing the construction of- 
fered no adequate and dependable alter- 
nate proposal. Re Middlesex Water Co. 
Docket No. 614-285, August 10, 1961. 


Return for Water Company. The New 
Jersey department allowed a small water 
company a rate of return of 6.2 per cent 
on a net investment rate base. Re Cross- 
wicks Water Co. Docket No. 615-406, 
August 10, 1961. 


“Exclusive’ Certificate. An “exclu- 
sive” certificate granted to an electric 
company, the Colorado commission 
pointed out, does not mean that no other 
public utility under any circumstances will 
ever be permitted to serve a part of the 
designated area, for if the “exclusive” 
holder is unable to provide a particular 
service, such as high-voltage power, then 
a utility capable of providing it may be 
authorized to do so. Re Sangre De Cristo 
Electric Asso., Inc. Decision No. 57043, 
Application No, 18647, August 17, 1961. 


Wage Increases Offset. The Minnesota 
commission authorized a telephone com- 
pany to increase its rates in order to off- 
set the effect of the 1961 amendment to 
the Fair Labor Standards Act, increasing 
the minimum wage. Re Redwood County 
Teleph. Co. M-4739, August 28, 1961. 


No Need Shown. The New York 
commission, denying a request for house- 
hold goods authority, commented that 
so-called requests for service, which may 
be nothing more than inquiries as to 
charges and availability, customarily 
practiced by householders in search of a 
mover, do not, by themselves, show a 
need for a new operator. Re Fitzpatrick, 
Case MT-8186, September 21, 1961. 





OCTOBER 26, 1961 





fron 
indot 
of w 
A 

fron 
direc 
privé 
prise 
it is 


This was an additional address, delayed in reproduction, delivered before the 

Public Utility Law Section of the American Bar Association at St. Louis, Mis- 

souri, August 7 to 9, 1961. Other addresses before this group were reproduced as a 

special Appendix in Pustic UTILITIES FORTNIGHTLY, issue of September 14, 

1961, pages 433-492. Special convention issues have prevented earlier publication 
of Dean Dunning’s address. 





Energy and Public Policy 


By JOHN R. DUNNING* 


E have heard a lot recently about the 
word frontier. It has been used, how- 
ever, with more inspirational effect than, let 
us say, legal precision. Consider for a mo- 
ment what a frontier is, and what it does. 
The essential feature of a frontier is a 
border. It is a border between the wild and 
the domesticated, between the useful and the 
refractory, between the known and the hoped 
for. On the frontier, along the border, we 
have men. They are there not as sentinels 
but as daring invaders. They are acting, in 
the last analysis, not on orders but on pri- 
vate impulse—from dreams, from ambition, 
or even from greed. And these men possess 
(or at least we have a legend or hypothesis 
that they possess) certain qualities that we 
somehow associate with the conditions of a 
frontier—qualities of self-reliance, fortitude, 
indomitable optimism, the willing assumption 
of work and risk. 

A moment’s reflection shows us that these 
frontier virtues, where they exist, arise quite 
directly from the essentially voluntary and 
private nature of the frontiers—man’s enter- 
prise. It is easy to see why this is so, but 
it is easy to forget it, too. And many of us 
tended to forget it lately. 

The national administration has recog- 
nized that we suffer nowadays from an 
abatement of the hardy pioneer virtues. I 
for one think the administration is quite 
right about this. We are certainly affluent. 
We are surely a little too devoted to com- 
forts and reassurances, whether these re- 
assurances come out of bottles or on ana- 
lysts’ couches or in official statements—and 
in official silences. We are somewhat disin- 
clined to take risks these days, except per- 


*Dean, School of Engineering, Columbia Uni- 
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haps the huge, fatal risk of inaction. We are, 
I believe, clearly too dependent on initiative 
from above, directives from above, and 
money from above. This applies equally 
whether we are talking about the railroads 
or about the energy industries. 


W: are in danger—and I say this with 
all the studied conservatism of a man 
who has spent many years in the evaluation 
of technical proposals and intelligence re- 
ports—we are still in danger of drifting into 
an irretrievable flaccidity. The decisions that 
lie begging to be made are the measure of 
accumulating weakness, 

I cannot come here and say to you that 
the situation is anything but grave. Of 
course, breast beating is also a facile substi- 
tute for hard, constructive action. We need 
some of the constructive stubbornness and 
the drive and the resourcefulness of the 
frontier, and, if we can recapture it, we 
can reassert our leadership on this planet. 
The national administration has, as I say, 
recognized this, but it is not clear whether 
this recognition is merely rhetorical or 
whether we are really going to have realistic 
substantive policy changes. Will we have a 
leadership that tells us we can beat the world 
but acts as if we could do nothing for our- 
selves? Or will we have a leadership that 
believes in the capacity of American citizens 
for voluntary constructive action—the ca- 
pacity to sustain a frontier? Certainly, we 
do have a frontier. We have a frontier in 
space; we have frontiers in many domains, 
but the great contemporary frontier is an 
energy frontier. 


‘. energy frontier is not a new one, of 
course. It is ancient, and it is still un- 


OCTOBER 26, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


conquered. Let us consider, in broad outline, 
the history of that frontier, so that we may 
understand its peculiar challenge at this mo- 
ment. All of us, whether we are scientists 
and engineers or whether we are lawyers, 
must make sure that our technological and 
economic and regulatory practices meet this 
challenge, or else, with the best will in the 
world, we shall be engaged in mischievous 
irrelevancy. 

Man began, like all the other animals, 
with a certain energy ration or resource— 
the power of his own muscles. Man is a 
fierce animal and a strong animal and a 
clever animal. But as long as he was pri- 
marily a device for converting the proteins 
and hydrocarbons that he ate into energy 
and using most of that energy to acquire 
more proteins and hydrocarbons, he was pri- 
marily just an animal. The moment he began 
to employ energy that was not his own, just 
at that moment he acquired a surplus that 
he needs to build a spiritual as well as a 
material culture. 


.. history of human progress—whether 
we mean material progress, or progress 
in personal liberty, or progress in the range 
of our emotional and moral satisfactions— 
is a history of the use of energy sources in 
coarse form, doing heavy work, or some- 
times in refined form as in communication. 
This history may be told in terms of the 
subduing of more and more energy re- 
sources. We started by subduing animal 
muscle power beyond our own, wind power, 
water power, chemical energy from com- 
bustion—these served the purposes of trans- 
port and tillage, comfort heating, food 
preservation, and the like. Devices for con- 
verting and applying energy—in other 
words, engines and machines—became more 
and more sophisticated, particularly over the 
last hundred years. We have seen the end 
of gang slavery, of serfdom, of the cottage 
industries in our part of the world. Else- 
where, of course, we see men in the animal 
power stage, with feudal institutions. 


Each stage of development has its effect 
on the family group; our kinship groups 
have tended to lose their economic function; 
when a man and his wife and his sons and 
his oxen are no longer a production unit, 
an energy team, the whole concept of family 
life changes, and new motives—love, for in- 
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stance—assume a new role. So the whole 
emotional and educational function of the 
family is based on the role of energy in our 
culture. We have seen the family farm begin 
to lose importance rapidly in these last dec- 
ades in America, and we are just beginning 
to face the new political implications—impli- 
cations that would have made Thomas Jeffer- 
son very anxious. 


N* the steam engine and the internal 
combustion engine, both based on fos- 
sil fuels, have been our pre-eminent con- 
verters of energy, and wherever the per 
capita consumption of energy has risen, the 
standards of health and comfort and _per- 
sonal opportunity have risen. But the char- 
acters of frontiers change with time. You 
remember Malthus’ predictions that the pop- 
ulation would always relentlessly increase 
up to the available food supply, so that 
mankind could never escape the specter of 
food famine. Our prodigal use of energy 
since the Industrial Revolution has tended 
to cover that basic truth. Only in the low- 
energy societies of the East could you see 
anything like the operation of the old Mal- 
thusian Law. But now once again, we find 
the future prospect of a world food famine 
growing more distinct, and behind it, an 
energy famine. 


Many of you representing the coal, oil, 
and natural gas industries and the major 
user industries—such as the electrical in- 
dustries, recognize, of course, that in this 
country, with its accelerating consumption 
of energy, the rate of discovery of new oil 
fields and thick veins of coal began to 
slacken and disappear some time ago. We 
have abandoned some wasteful practices 
and introduced much more efficiency—in- 
stead of burning natural gas at the well- 
head, we pipe it into cities and even store 
it in wells. We engineers have been eying 
the vast oil shale deposits for some time; 
they are slightly below the economic point 
now, but at some stage we shall have to 
bring them in. It has begun to dawn on 
mankind that the world’s fossil fuel re- 
serves, by their very nature, are irreplacea- 
ble and are inevitably going to become more 
and more precious. 

There have been cheerful prophets and 
gloomy prophets. In the oil and natural 
gas industries, geologists have come up with 
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ENERGY AND PUBLIC POLICY 


a wide range of predictions on reserves; 
each year there seems to be more discovered, 
so that the reserves always seem to be a 
little bit ahead of us, and the prophets of 
doom have never been justified. Neverthe- 
less, we have been exploring our planet 
only in patches—sooner or later, the rapid, 
almost violent industrialization of other 
parts of the world will catch up with the 
exploration of those regions, and whether 
the end of the fossil fuel era comes in the 
distant future or in the near future, most 
of us are agreed that ultimately it is going 
to come. That does not mean that the end will 
come suddenly. It simply means that our 
coal and oil and natural gas will become 
gradually less and less capable of meeting 
our total demands. 

Taking the planetary reserve situation as 
a whole, it looks as if in the next century 
we are going to see economically tangible 
inroads into our total oil and natural gas 
reserves. Already our north-central area is 
being fed by pipelines from Canada, and 
we are laying lines into Mexico. The United 
States, the highest energy user in the world, 
pumps energy into this country from all 
over the planet—from Venezuela, from 
Kuwait, and from the Far East. 


he on the other hand, is in a rather 
special situation. It may be centuries 
before serious coal shortages set in. But 
coal is obviously a special industry demand- 
ing its own sort of technological complex 
and its own kind of social arrangements, 
and even coal is bound to increase in price 
as the more convenient veins are mined out. 
Automation on the one side and John L. 
Lewis and his successors on the other will 
affect this picture in the short run; in the 
long run, engineers like to think, the greatest 
value of coal in the future of our country 
is as a basic source for all kinds of chemi- 
cals, as the raw material of our vast and 
varied technology. 


In a complex and delicately balanced 
society, the price of energy from various 
sources determines the kind of lives people 
can lead. No national policy that fails to 
take into account both the long- and the 
Short-term projections of energy supplies 
and recovery costs is either realistic or via- 
ble. The American Bar Association, like 
all the groups that form and inform our 


policy, must be aware of these technologi- 
cal facts of life, for we are moving into 
a new and uncharted area. 

Various people will give different dates 
when the energy frontier began its latest ad- 
vance. Some might say it started in January 
of 1939, when some of us in a basement lab- 
oratory at Columbia saw the first big high- 
energy kicks on the oscilloscope from the 
fission of uranium; some might date it 
from 1942, when the first self-sustaining 
chain reaction was demonstrated in Chicago; 
some might date it from August 6, 1945— 
Hiroshima. 


a by that last date, all of us 
who had been involved in the earlier 
stages of nuclear technology could see quite 
plainly what the next epoch on the energy 
frontier was going to be like. Some features 
could be deduced from the technical facts 
which we had discovered. Other features 
we could predict from the circumstances 
under which we were working. 

First, it was clearly apparent that nuclear 
energy, as a primary source of basic energy, 
would for some time to come be fission 
energy. In those days, of course, we had 
not yet exploded a hydrogen bomb; but 
even then we were very much alive to the 
possibilities of a fusion reaction. We saw 
that, from the splitting of the uranium 
nucleus, we could get the vast energy we 
needed to crush hydrogen atoms together 
in order to release even vaster energy. But 
even today we cannot visualize accurately 
a container that will hold nuclear fusion 
reactions. This is the essential problem in 
the control of thermonuclear energy. Ulti- 
mately, all the fissionable materials—such 
as uranium and thorium—will begin to face 
gradual exhaustion, just as coal and oil 
and natural gas do now. They will not be 
used up, but they will be unable to satisfy 
the total world demand. Of course, we 
might have blown each other to bits by then, 
but the human animal is tough, and the cost 
of destroying the entire world looks almost 
prohibitive. So I am fairly confident that 
the human animal will continue its strange 
career. In the distant future, we will cer- 
tainly have to turn to the virtually inex- 
haustible resources of fusionable hydrogen 
isotopes in sea water. But that is a long way 
off. 
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Sere fission energy technology will be 
based, for some time to come, on uranium 
and specifically on one isotope of uranium 
—U 235. There are other fissionable ma- 
terials, but, in almost all cases, their produc- 
tion or processing begins with the use of 
U 235. And U 235—enriched nuclear fuel 
can be produced economically only after 
vast capital investments in gas diffusion 
plants—vast complexes which now use 10 
per cent of the nation’s electric power 
production. We have heard lately of smaller- 
scale centrifuge and other isotope-separa- 
tion devices. These work, but their product 
is costly and at the moment they are 
primarily attractive to nations which, for 
political reasons, are willing to pay a heavy 
unit cost for small quantities of homemade 
nuclear fuel. 

We now have good estimates of normal 
industrial costs. The picture is hopeful. A 
few weeks ago, the price of uranium 235 
sold to utilities abroad for power purposes 
was actually reduced. The reductions were 
around 30 per cent for enriched fuels, most 
useful for power purposes, even higher for 
other types, rather less for bomb-type 
uranium 235 materials. The cost of U 235- 
enriched fuel today is—if we could get out 
all the energy that is in U 235—very much 
less than coal, oil, or natural gas. That is, 
however, a major if. 


HIRD, nuclear fission energy is chiefly 

taken out of the reactor in the form 
of heat. There are various scientifically in- 
teresting ways of converting nuclear energy 
directly into electrical energy. But these are 
useful primarily for space devices; in test- 
ing the major propulsion systems, we are 
beginning to test the nuclear energy con- 
verters we need for interplanetary travel. 
For the most part, our utilities will be using 
nuclear energy primarily in the form of 
heat, and uranium will be the prime fuel 
material. There are still technological limita- 
tions which dictate that, from an economic 
standpoint, nuclear-reactor energy is inter- 
esting mainly in large-scale units, such as 
central power-generating stations. 

Many companies have been involved in 
atomic power plants. In New York state, 
for instance, I serve as the chairman of 
the atomic power program for the seven 
New York state private utility companies— 
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Empire State Atomic Development As- 
sociates; of these, Consolidated Edison js 
getting under way the first New York state 
atomic plant at Indian Point, and a large 
advanced nuclear plant is under develop- 
ment for future construction under a broad 
program. Thus, the public utilities have 
been destined to play a leading part in the 
energy frontier as it moves into its atomic 
phase, and already atomic power is begin- 
ning to acquire some of the more settled 
aspects of normal enterprise. 


mop. because of the military implica- 
tions of nuclear technology—that is, 
because the government has been obliged to 
maintain huge complexes for the production 
of fissionable materials, and because many 
power reactors produce not only energy but 
plutonium that can be used for bombs—it 
has been inevitable that this phase of the 
energy frontier would come under the 
strictest government regulation. This situa- 
tion is likewise complicated by the fact that 
the government’s large-scale economic par- 
ticipation can, from different viewpoints, be 
interpreted either as a subsidy to private 
enterprise, or as competition with private 
enterprise, or as a legitimate and mutually 
beneficial transaction. 

_Governinent regulation can likewise be 
viewed—not only in the atomic energy field, 
but in all the energy fields—either as 
stifling private initiative, as taking necessary 
precautions in the national interest, or as 
offering prudent incentives to promote im- 
portant sectors of our economy. In the case 
of nuclear energy, the cost accounting of the 
nuclear complex is complicated. I am afraid 
it can still be said that, much of the time, 
no one can really know who is paying for 
what. In this case, as to a lesser degree 
with all forms of energy, the United States 
government finds itself inextricably inter- 
twined with the privately owned public 
utilities, instead of occupying the detached 
position of policeman or arbitrator. Yet the 
government simultaneously must exercise 
the functions of policing and arbitration, 
and this makes administrative and regulatory 
practices seem almost schizophrenic at 
times. 


AY? there, of course, is the great danger. 
We have a frontier. But the frontier 
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ENERGY AND PUBLIC POLICY 


spirit is in question wherever the principle 
of private impulse—that indispensable moral 
factor—is weakened. 

Nothing could be more perilous today 
than nuclear anarchy—except perhaps nu- 
clear mercantilism or state capitalism. We 
cannot close this frontier to ambition and 
responsible adventure, any more than we 
can open it to reckless plunder. It is not 
even the encouragement of state power that 
I fear so much as the atrophy of tech- 
nological initiative in American industry. 
Every parent learns—or ought to learn— 
the difference between the regulation that 
encourages a child to mature and the con- 
trol that stifles personal growth. Every 
parent knows that he must sometimes in- 
tervene but should rarely interfere. In the 
nuclear case, there are sound economic 
reasons now for the growth of nuclear 
power—it will grow inevitably. But it may 
not grow in a healthy way. There are many 
areas of an advancing society which cannot 
entirely be developed by means of a free 
enterprise economy in the old sense, I am 
afraid. But as this scientific and techno- 
logical advance goes on, just as the trappers 
and traders had to go before the herders 
and the farmers on the old frontier, so the 
scientists and the engineers and the pilot 
plants must go before the great power 
stations on the energy frontier. 

I hope that, as on the old frontier, they 
can go before the legal profession too. Let 
us be frank: The legal profession is ahead 
of the scientists in experience of regulation 
of technological fields. But experience has 
to be applied with imagination on a frontier. 
If, for example, the safety regulations that 
exist today in the aviation industry had 
been originally applied to private operation 
of the automobiles, as Boss Kettering used 
to say, there never would have been a great 
automotive industry. 


ogee we face some new and serious 
_ problems as we test whether or not 
a mixed economy, such as I am afraid ours 
has become, can develop this technology of 
the future. Let us take an analogy from the 
space frontier. We have had to admit that 
no individual company—not even AT&T or 
General Telephone—could have undertaken 
the space satellite program as a purely 
Private enterprise program. But clearly at 


some stage, satellite technology can be ap- 
plied to communications on a_ private 
enterprise basis. At what stage, and how? 

Whether we like it or not, all our energy 
industries—from atomic energy to coal, oil, 
and natural gas—will have to work out 
constructive plans both within each industry 
and between these industries. There is no 
use pretending that coal and oil and natural 
gas and atomic energy are not in a sense 
competitive, or at least overlap in their 
natural economic and technological applica- 
tions. There is no question at all that in 
the future we are going to need every bit 
of all those forms of energy we can get. 
But they do have certain special character- 
istics; some are more valuable in some 
circumstances than in others. In many areas 
of the electric utilities, natural gas, and 
coal, private industry has lagged in planning 
for the future. A policy for broad initiatives 
must extend all the way from an aggressive 
research and development program to inte- 
grated planning of economic factors. There 
are, of course, many excuses for living from 
day to day: We have our problems just keep- 
ing the business going, with rising costs, 
with labor problems, with sales, and with 
competition within our own industry. So we 
have never really dealt satisfactorily with 
the problem of the appropriate socio- 
economic rdles and the technological réles 
of all of our forms of energy. In this mat- 
ter, it is very clear that the federal and state 
restraints are a serious problem. The legal 
counsel always at every board meeting says, 
“Well now, gentlemen, we have the antitrust 
laws to consider here and the Holding Com- 
pany Act and its provisions as well as SEC. 
If we do this, we will have the FPC or the 
FCC or the FTC on our necks.” With all 
these tempting reasons for not acting, neither 
the electric utility industry, nor the natural 
gas industry, nor the coal industry have 
taken sufficiently farsighted constructive ac- 
tion. 


O: research and development start from 
the basic sciences and technology in 
our universities and culminate in decisions 
to produce. Within this range, particularly 
in the electronics industries, well over 50 
per cent and more like 60 per cent of the 
direct research and development costs are 
being paid by the federal government. Per- 
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haps half of the remainder is paid for in- 
directly by federal money, taking all indus- 
tries together. That is a sad truth: We 
have built into our industrial policies the 
expectation that the federal government will 
support a major fraction of our research and 
development. But it is also true that many 
of the industries, particularly the energy 
industries, can pay a much larger fraction 
of the bill if they go about it in the right 
way. With the recently friendly co-operation 
of state public service commissions, the elec- 
tric utilities have found ways to provide a 
degree of research and development support 
in the atomic field which was more or less 
unheard of in their industry twenty years 
ago. A number of private utilities have had 
enough courage to finance almost by them- 
selves some of the atomic power plants, 
using admittedly demonstration-type and 
research-type reactors, which are forerun- 
ners of the economic plants that are on the 
way now. 

We still have many small energy com- 
panies operating in the traditional manner; 
but by themselves they can no longer fulfill 
their technological and economic functions 
unless they are part of integrated systems. 
There are various solutions. Pooling systems 
are being developed in the Midwest, in the 
East, and to some degree in the Far West. 
A number of large systems like the Amer- 
ican Electric Power are almost regional net- 
works in themselves. But we are going to 
have to look at this from a broader perspec- 
tive and on a larger basis. While remaining 
careful about antitrust regulations, the seven 
private utilities in New York state are work- 
ing together in the Empire State Utilities 
Power Resources Associates on large-scale 
power pooling and working with the New 
York State Power Authority. 


uT when we begin thinking of New 
England, New York, New Jersey, 
Pennsylvania, and Ohio as one great region 


—and that is how they should be thought 
of—the answer of the private companies has 
been, “Oh, we can’t possibly do that! We 
have all these federal and state restrictions.” 
Fortunately, we are making progress, for 
either we find answers to that, or else the 
electrical power business will pass entirely 
into government hands by default. One of 
the major tasks of the legal profession is to 
preserve our mixed economy and retain the 
measure of private initiative we still possess 
by finding ways for industry to reconcile 
modern technology with the _ political- 
economic system imposed on it. 

The utilities are understandably disturbed 
by Secretary Udall’s firm intent to have the 
government build a large national high- 
voltage power grid. This should be an in- 
centive for private groups to undertake re- 
gional and national planning, which the 
Edison Electric Institute clearly recognizes. 
Legal restrictions must be prevented from 
making it impossible for private industry 
to do what is necessary. And legal restric- 
tions must not become an excuse for evading 
responsibility. 


je American Bar Association has a 
very real responsibility on this energy 
frontier. For the technological frontiers are 
moving very rapidly. And unless we have a 
far more positive approach—in the law and 
in the interpretation of the law which coun- 
sel gives industrial clients—we are as a 
nation going to be in more and more serious 
trouble. 

It would seem to me very clear that the 
American Bar Association is the organiza- 
tion that can best exert impartial leadership 
in this area. More broadly, I hope that as 
we scientists and engineers uncover more 
and more secrets of nature and try to put 
them to work for society, the Bar Associa- 
tion and the legal profession and tradition 
that it represents will move with us, not 
behind us, in our advance on this frontier. 
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troduced a new rate for interruptible 
gas service for very large users, de- 
signed to obtain additional business 
from existing and prospective large 
customers which will aid in promot- 
ing the industrial development of our 
service area. 

Working in conjunction with 
manufacturers and distributors of 
gas heating equipment, plumbing sup- 
ply houses, plumbers and gas heating 
installers, we recently completed a 
two-month gas heating sales cam- 
paign. In the last five years, more 
than 54,000 customers in our terri- 
tory have changed from other fuels 
to gas for heating. Many of these 
have been new installations while 
others have made the changeover by 
installing a gas conversion burner in 
their old furnace. We are also con- 
tinuing our program of .selling the 
advantages of living and working in 
New Jersey by promoting the state’s 
many assets. 

To better cope with the increased 
gas load, our company opened a new 
million-dollar gas dispatching center 
in Jersey City last January which is 
responsible for the daily scheduling 
of gas produced in our six gas pro- 
duction plants, and for allocating and 
controlling the delivery of natural 
gas at our metering stations. By early 
next year we hope to have an opera- 
tional information system for gas 
dispatching installed in the new 
center. This computer system will 
perform data gathering and determine 
load conditions based on weather 
predictions from two outside sources. 
All of our metering stations eventu- 
ally will be operated by remote con- 
trol from the dispatching center. 


Two Utilities Order Complete 
Digital Telemetering Equipment 
From G-E 


Pennsylvania Electric Company, 
Johnstown, Pennsylvania, and Gulf 
States Utilities Company, Beaumont, 





Texas, will be among the first utilities 
to use General Electric’s new digital 
telemetering equipment, according to 
a recent announcement. Installation 
of both systems will be completed by 
the end of 1961. 

It is expected that the two utilities 
will realize considerable savings in 
time and money through this auto- 
matic and highly accurate transmis- 
sion of data. At the same time, hu- 
man error is eliminated, since no 
further refinement of data is re- 
quired, according to G-E engineers. 

In the Pennsylvania Electric Com- 
pany application, the equipment will 
transmit kilowatt demand informa- 
tion from six remote interconnec- 
tions with a large industrial user of 
electricity. Information coming into 
the central load dispatch office will 
be logged by individual location, 
show exact time of reading, total de- 
mand, total kilowatt-hours and max- 
imum demand for the month. 

Similarly, the Gulf States Utilities 
Company equipment will transmit 
kilowatt-hours in and out informa- 
tion from six remote interconnec- 
tions into a central dispatching office 
upon command of remote demand 
meter clocks. Information will be 
logged by location on an electric 
typewriter, showing exact time of 
reading and total kilowatt-hours in 
and out. 

The new G-E digital telemetering 
equipment to be used by both com- 
panies is a development of the com- 
pany’s Instrument Department, West 
Lynn, Mass. 


Semiconductor Microwave 
Switch Developed by RCA 


The development of a semicon- 
ductor microwave switch for C-band 
applications was announced recently 
by RCA’s Aerospace Communica- 
tions and Controls Division, Defense 
Electronic Products. 

(Continued on page 20) 
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The switch, developed under the 
sponsorship of the Advanced Re- 
search Project Agency, Department 
of Defense, has an average power 
handling capability of two watts at 
the design frequency of 5585 mega- 
cycles, with an insertion loss of less 
than 2 decibels from 5000 to 5900 
me. Isolation is greater than 50 de- 
cibels over the same range, and rise 
and fall times of the output pulse are 
less than 0.1 microseconds. 

The RCA switch, having passed 
all MIL-E-5400 environmental tests, 
presently is available for C-band ap- 
plications only. However, models 
capable of operating at other fre- 
quencies are under development. Use 
of the switch as an electronically 
controlled attenuator also is being 
considered. 


Loop Closed in IBM's 
1710 Control System 


A faster, more powerful 1710 con- 
trol system—capable of governing in- 
dustrial processes without human 
intervention—has been announced by 
International Business Machines 
Corporation. 


IBM’s initial entry into the field 
of process control, the 1710 was in- 
troduced last March as “open loop” 
system. When used in this manner, 
the solid-state 1710 scans instru- 
ments, feeds the data into a computer 
and then prints instructions telling 
an operator what action to take in 
controlling a process. 

Now the loop has been closed. 
Utilizing two new units, the 1710 
system no longer requires interven- 
tion by an operator to regulate a 
process. The adjustment of instru- 
ment settings can be made fully auto- 
matic. 

The new additions are— 

A 1712 multiplexer and terminal 
unit, and 
A 1711 data converter, model 2. 

The multiplexer serves as the con- 
necting link between process instru- 
ments and the control system. The 
data converter—specially designed to 
work with the multiplexer—converts 
instrument signals into language un- 
derstood by computers. 

These units, together with an IBM 
1620 computer, comprise the ex- 
panded IBM 1710 control system 
which has closed-loop capability. In- 






dustries in which the 1710 m 
used include petroleum ef 
chemicals, utilities and general 
facturing. 

“With the 1710's exp 1 
IBM can provide ans\ 
more control problems,’ 

G. Stevenson, manag: 
systems marketing fo: 
Processing Division. 

“We are offering a ! i 
system—backed up by : 
of programming packa 
handle applications 1: 
data logging, monitorii 
tional guidance to coi 
loop control.” 

When a 1710 syste 
gaged in control or d; 
its 1620 computer can 
pendently for research 
ing computations. Pres: 
can extend use of their 
operations control by ad «ling 
multiplexer and data 
units. 

The expanded 1710 s\: 
approximate price range of 
$125,000 to $250,000. Approxigll. o¢ pre 
rental is from $3,000 to $6; is desta 
month. pany in 


Charle 
recent 


ident an 
and Ele: 
the co: 
in the « 


presider 














$30,000,000 


Public Service Company 


of Colorado 


First Mortgage Bonds, 434% Series due 1991 


Dated October 1, 1961 


Price 101.322% and accrued interest 


r interco 
ices hav 
be the 


Due October 1, 1991 or powe 


ublic Se: 
d appr 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. The offering is made 
only by the Prospectus which may be obtained in any State in which this announcement is circulated from 
only such of the undersigned and other dealers as may lawfully offer these securities in such State. 

conti 
ident. 
HALSEY, STUART & CO. Inc. 
DICK & MERLE-SMITH 
BAXTER & COMPANY 


McDONNELL & CO. 


INCORPORATED 


VAN ALSTYNE, NOEL & CO. 


SHIELDS & COMPAN‘* 
WM. E. POLLOCK & CO., INC 
COURTS & CO 
FREEMAN & COMPAN’ 
J.S. STRAUSS & CO. 


SALOMON BROTHERS & HUTZLER 

WEEDEN & CO. J. BARTH & CO. 
INCORPORATED 

IRA HAUPT & CO. 

SCHWABACHER & CO. 


WILLIAM R.STAATS & CO. 





- 


TOBER 2, 


October 3, 1961. 


























PUBLIC UTILITIES FORTNIGHTLY—© 














INDU ;s TRIAL PROGRESS—( Continued) 


more Gas & Elec. Dedicates 
Crane Station 
wtimor; Gas and Electric formally dedicated its 
Charle; P. Crane Steam-Electric Generating Sta- 
recent) . Located on a 164-acre tract on the west 
Chesapeake Bay between Seneca and Salt- 
, about four miles east of the Middle 
nity in Baltimore county, the plant houses 
largest nd most efficient generating unit on the 
pany’s » stem. The first 191,000 kilowatt unit was 
utly ple ed in commercial operation and a second 
of sim’ ar size at the same site is under construc- 
This 1 ‘w plant cost $37.7 million, including the 
of the ite and facilities installed on the site with 
frst uni. In addition, approximately $2 million has 
spent or transmission line and substation equip- 
y electric power from the plant into the 
-ystem. 
station is named in honor of Charles P. 
nan of the executive committee and former 
ident and’ chairman of the board of the Baltimore 
and Electric Company. Mr. Crane began his career 
the company on September 19, 1910, 51 years 
in the executive department. He was elected vice 
ident in 1938, executive vice president in 1946, and 
ident in 1950. In 1955 the board of directors placed 
im the dual responsibility of chairman of the board 
president. At his own request, he relinquished the 
eof president in 1957 and likewise chairmanship 
he board in 1961. He has been a director of the 
any since 1946, 


$8 Billion Transmission Program 
Expected by Investor-Owned Utilities 


westor-owned electric utility companies in the 
ted States plan to spend about $8 billion for new 
tic power transmission facilities through 1970. 
s will more than double the present transmission 
stment of $6.7 billion. 

irtually all of the power systems east of the Rocky 
untains, including 100 companies in 32 states, are 
} interconnected. In the far west, interconnected 
ices have been in effect many years. The next step 
be the complete interconnection of the nation’s 
or power systems, built by investor-owned com- 
es. 


$| 2 Billion Program Planned by 
Public Service E & G 


ublic Service, Electric and Gas Company plans to 
d appr imately $1.2 billion in the next decade 
it and equipment in anticipation of de- 
vices as the territory served by the com- 
‘contin ies to grow according to Donald C. Luce, 
ident. | -luded in this expenditure of over a billion 
be additional high voltage transmission 
ing about $145 million. There will be 154 
230,000 volt lines installed over a ten-year 


$40 Million Program Planned 
By Kentucky Utilities 


Utilties Company plans to spend approxi- 

‘y $40 nillion for new electric power transmission 

» 5-3 million of it as part of the $8 billion 
(Continued on page 22) 











Do You 
Need Help 
Over 
One Of These 
Danger Points? 


¢ Company growth has created new 
management functions, or forced 
realignment of existing functions, 
with attendant organization prob- 


lems. 


You expect the loss of key execu- 
tives with no one to replace them. 


Costs in one of your departments 


are out of line. 


Technological changes are strain- 
ing your organization. 
Mergers or acquisitions require 


rearrangement of your personnel. 


At such times, a skilled organization 
planning specialist is needed. You 
are invited to talk with Common- 
weath’s management planning con- 
sultants. They are qualified by 
training and experience to help you 
build an efficient organization, suited 


to your special needs. 


Write or telephone our New York 
office at 300 Park Avenue, Murray 
Hill 8-1800, for information on this 


organization planning service. 


Commonwealth 


Management Consultants Professional Engineers 


'S New York, N.Y. Jackson, Michigan (.. 


\2 B Houston, Texas Washington, D. C.(J 











INDUSTRIAL PROGRESS—( Continued) 


transmission expansion by America’s 
investor-owned electric companies 
for complete interconnection of the 
nation’s power systems by 1970, ac- 
cording to W. A. Duncan, operating 
vice president. 

The growth of Kentucky Utilities, 
like that of nearly all the other in- 
vestor-owned power companies, has 
been one of integrating hundreds of 
small isolated electric systems, merg- 
ing them and pooling their resources. 

During the first dozen years the 
company was operating, most of the 
population which received electric 
service was supplied by local plants. 
Gradually the towns were connected 
with transmission lines and as these 
towns became parts of the transmis- 
sion network, it became desirable to 
build interconnection with neighbor- 
ing utilities. In 1924, K.U.’s first in- 
terconnection was made with Central 
Illinois Public Service Company 


STATEMENT REQUIRED BY THE ACT OF 
AUGUST 24, 1912, Ps ee oY BY THE 
ACTS OF MARCH 1933, JULY 2, 1946 
AND JUNE 11, 1960 rer STAT. 208) SHOW- 
ING THE OWNERSHIP, MANAGEMENT, 
AND CIRCULATION OF Public Utilities 
Fortnightly published fortnightly at Balti- 
more, Maryland for October 1, 1961. 
1. The names and addresses of the publisher, 
editor, managing editor, and business man- 
agers are: 
Publisher: Public Utilities Reports, 
Washington, D. 
Editor-in-Chief: Ellsworth N 
ter, N. Y. 
Managing Editor: 
Washington, D. 
Business Manager: 
Washington, D. C 
2 The owner is: (If owned by a corporation, 
its name and address must be stated and also 
immediately thereunder the names and ad- 
dresses of stockholders owning or holding 1 
per cent or more of total amount of stock. 
If not owned by a corporation, the names 
and addresses of the individual owners must 
be given. If owned by a partnership or other 
unincorporated firm its name and address, 
as well as that of each individual member, 
must be given) Public Utilities Reports, Inc., 
Washington, D. C.: Ernest R. Acker, Pough- 
keepsie, N. Y.: R. N. Benjamin, New York, 
N. Y.: Stuart Cooper, Wilmington. Del.: 
Harland C. Forbes, New York. N. Y.; and 
George S. Young, New York, N. Y. 
3. The known bondholders, mortgagees, and 
other security holders owning or holding 1 
per cent or more of total amount of bonds, 
mortgages, or other securities are: None. 
4. Paragraphs 2 and 3 include, in cases where 
the stockholder or security holder appears 
upon the books of the company as trustee or 
in any other fiduciary relation, the name of 
the person or corporation for whom such 
trustee is acting, also the statements in the 
two paragraphs show the affiant’s full knowl- 
edge and belief as to the circumstances and 
conditions under which stockholders and se- 
curity holders who do not appear upon the 
books of the company as trustees, hold stock 
and securities in a capacity other than that 
of a bona fide owner. 
5. The average number of copies of each 
issue of this publication sold or distributed, 
through the mails or otherwise, to paid sub- 
scribers during the 12 months preceeding the 
date shown above was: (This information is 
required by the act of June 11, 1960 to be 
included in all statements regardless of fre- 
quency of issue.) 7,345. 
PUBLIC UTILITIES REPORTS, INC. 
Frederick A. Lavey, Business Manager 
Sworn to and subscribed before me this 14th 
day of September, 1961. 
Josephine A. Olker 
Notary Public 
(My commission expires August 31, 1963) 


Inc. 
Vichols, Roches- 
Welch, 
Frederick A, Lavey, 


Francis X. 


across the Ohio river near Shawnee- 
town, Ill. That year the K.U. system 
at Dix .am was interconnected with 
Louisville Gas and Electric at Louis- 
ville. Other interconnections have 
been made over the years, the most 
recent being with the Ohio Valley 


Electric Corporation near Carrollton. 


Con. Ed. Orders World's 


Largest Turbine Generator 


Con. Edison has ordered the 
world’s largest turbine generator, 
Harland C. Forbes, chairman, an- 
nounced recently. It is expected to 
have a capability in excess of 1,000,- 
000 kilowatts. The order for the 
unit has been placed with Allis- 
Chalmers. The budgeted cost of the 
entire generating facility is $131,- 
000,000. Completion is scheduled for 
early 1966. 

Recent developments in technol- 
ogy, Mr. Forbes said, have made 
machines of this size, with the con- 
sequent substantial savings in in- 
vestment costs per kilowatt of power, 
feasible for utility systems large 
enough to absorb the great blocks of 
power the machines represent. Large 
as the machine is, however, it will 
produce less than half the electricity 
needed to supply the nine square mile 
area between 59th Street and the 
Battery. 

Con. Edison’s present capacity is 
over 5,000,000 kilowatts and _ this 
will rise to over 6,500,000 kilowatts 
when generating units now under 
construction are completed. Through 
existing interconnections with neigh- 
boring utilities the company is part 
of a 40,000,000 kilowatt block of 
generating capacity which stretches 
from Montauk to Quebec, from 
Maine to Michigan. 

Con. Edison has long had ties with 
Niagara Mohawk Power Corporation 
and with Long Island Lighting Com- 
pany. A new high voltage tie was 
recently completed with Orange and 
Rockland Utilities. Next year addi- 
tional ties with Niagara Mohawk will 
quadruple the exchange capacity be- 
tween the two systems. Investigation 
of ties with Public Service of New 
Jersey at several points and wil the 
Connecticut companies is well ad- 
vanced. 


Northern Natural Gas 
Plans $11 Million Expansion 


Northern Natural Gas Company 
recently filed an application with the 
Federal Power Commission request- 
ing approval to bring natural gas 





service for the first tim 
munities including one iy 
three in lowa, 44 in \\ 
17 in Minnesota. 

Northern proposes 
approximately 14 miles 
main line loop, east of i 
Iowa, Compressor Stat: 
miles of branch lines ra 
from two to 16 inches. 
the program is estimate 
lion. 

The gas requirement 
new communities, amo 
million cubic feet per 
supplied from North 
ground storage field 
Redfield, Iowa. Norther 
dicated they are hope 
necessary Federal Powe 
approval can be obtain 
allow for the completio 
gram prior to the 196 
season. 
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Natural Gas Storage Plans 
Increase Withdrawal Capac 


Natural Gas Storage Company 
Illinois is seeking to further iner 
its peak day withdrawal cap 
from underground storage facil 
at Herscher and Cooks Mills by 
million cubic feet of gas to 833 
lion. 

Mark V. Burlingame, exect 
vice president of Natural Gas 
age, said that if the project is 
proved for 1962 construction it 
be the fourth consecutive annual 
pansion of this size. 
company is a subsidiary of The 
ples Gas Light and Coke Compan 

Mr. Burlingame said that a J 
tion has been filed with the Fed 
Power Commission for approva 
the $3,300,000 project. It includes 
drilling of additional wells and 
installation of more compressor {f 
ities at Herscher. 
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EEI Issues Glossaries 
On Utility Terms 


An 84-page Glossary of Ele 
Utility Terms and a 16-) .ge Nui 
Supplement to the Glossy of 
tric Utility Terms have been 
lished by the Edison EF). ctric 
tute. 

The Glossary, an ex| 
sion of the 1956 edit 
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cipal financial and _ tech: 
ing terms relating to 
utility industry which aj pear ™ 
statistical publications © the ! 
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of term: most commonly used 
ried in t'¢ Glossary. — 
lp Nuclec’ Supplement is a com- 
n of « tinitions of about 80 
relatir' to the electric indus- 
levelopment program, 
. are listed in the 1961 
- Commission Uniform 
ounts. 
ets are available from 
‘lectric Institute, 750 
New York 17, New 
issary for 50c per copy 
ar Supplement for 25c 
antity prices are avail- 


ckson introduces "Fallout 


Shelter Water Tank 


eW. L. Jackson Manufacturing 
pany p! ducers of a complete 
of gas and electric, commercial 
lomestic water heaters, have de- 
ed, in co-operation with the 
anooga office of Civil and De- 
p Mobilization, a water tank 
fically for “fallout shelter” use. 
tanks are available in 30, 82 and 
allon capacities and are designed 
pused within the fallout shelter 
rommended by the O.C.D.M. 
.L. Jackson, chairman of the 
, stated, “The Jackson shelter 
was conceived somewhat prior 
he President’s speech of July 
in the interest of national de- 
. When investigating the poten- 
of such a product, Jackson 
ed that in the event of a nuclear 
k, one of the most important 
ents of survival—other than pro- 
n from fallout—is fresh water. 
led to the development of our 
er tank.” 
was also pointed out that this is 
rdinary water tank, but is made 
favy gauge steel designed to meet 
bal co'es and plumbing stand- 
for tar':s installed on city water 
ms, 

er information write to 

ickson Mfg. Co., Inc.— 


. Box 190—Chattanooga, Ten- 
ee, 
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ufacturers Association’s 
record-shattering decade 
listry already are evident 
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in the field of residential, commercial 
and industrial gas air conditioning, 
said William G. Hamilton, Jr., presi- 
dent. By 1964, he predicted, gas air 
conditioning will have become a ma- 
jor factor in balancing year-round 
demand for natural and_ liquefied 
petroleum (bottled) gas. 

Sales of gas heating equipment in 
1940 were “so negligible that there 
was no need to keep records,” said 
Mr. Hamilton, who is also president 
of the American Meter Co., Philadel- 
phia, but now, he pointed out, gas is 
the nation’s No. 1 heating fuel, hav- 
ing accounted for nearly 25 per cent 
of the 92.9 billion therms of utility 


gas sold in 1960. 

Mr. Hamilton predicted that the 
number of residential gas heating and 
cooling customers of the utilities 
alone will increase 65 per cent by 
1970, and that similar progress is 
likely in rural and suburban markets 
where homes are served by LP-gas. 

“In the past, the end of each heat- 
ing season meant having to find sum- 
mer markets of gas,” said the GAMA 
official. “Now it appears, from the 
way builders and homeowners are 
adopting the fuel for both cooling and 
heating, that this problem of market- 
balancing will soon be eliminated.” 

Mass production and popular pric- 
ing of gas refrigerators, develop- 
ment of “plug-in” gas appliances for 
indoor and outdoor use and major 
developments in pipeline technology 
are among other advances forecast 
by Mr. Hamilton. 


Power Partners Pool Resources 


Four neighboring power companies 
have signed a contract to pool their 
power resources in the Carolinas 
and Virginias. 

The four are Carolina Power & 
Light Company, Duke Power Com- 
pany, South Carolina Electric & Gas 
Company and Virginia Electric and 
Power Company. 

The same _ combination joined 
hands in 1956 to start building the 
Southeast’s first atomic power plant 

at Parr, South Carolina. The four 
say the success of this “demonstrates 
the feasibility of co-ordinated effort 
on a wider scale.” 

CP&L and Duke Power operate 
in both the Carolinas. South Carolina 
Electric & Gas serves in that state; 
and Vepco operates in North Caro- 
lina, Virginia and a small part of 
West Virginia. 

Louis V. Sutton, president of 
CP&L, said that the new power pool 


will permit maximum use of recent 
technological developments “to at- 
tain even greater security and econ- 
omy of service.” He stated that per- 
sistent inflation has confronted the 
industry with the necessity of achiev- 
ing greater economies of operation 
in order to continue present low 
rates. 

The four-company power pool, 
Mr. Sutton said, will permit close co- 
ordination of effort on three fronts: 
power generation, power transmis- 
sion and resultant cost-benefit alloca- 
tions. 

The four-company contract con- 
templates joint, long-range planning 
of new construction—both for gen- 
erating capacity and for transmission 
high-lines. The four associates will 
devise formulae for allocating both 
the costs and the benefits on an 
equitable ratio. 

Already, calculating board studies 
are being made to determine the most 
strategic sites for future generating 
facilities as well as the most efficient 
transmission networks and voltage 
levels to carry power from such loca- 
tions. These studies cover the com- 
bined service areas of all four com- 
panies. 

For many years the companies 
have had separate, individual con- 
tracts with each other and with ad- 
jacent companies for emergency 
power and for interchange of firm 
power and surplus. This long-stand- 
ing policy of co-operation and co- 
ordination has resulted in tying the 
systems together through many in- 
terconnections. The high-voltage lines 
have been woven into a super-grid 
touching not only the four companies 
but also neighboring utilities through- 
out the Southeast. 


Philco Literature Catalog For 
Computers Available 


Philco Corporation’s Computer 
Division announced the availability 
of a new catalog which lists all cur- 
rently available material on the 
Philco 2000 electronic data process- 
ing system. The catalog includes a 
list of programming, research and 
development notes, sub-routines, pro- 
gram reports, brochures, manuals, 
charts and cards, forms and general 
description of Philco electronic data 
systems such as the Philco 2000, 
Philco 2400 and Philco C-3000. 

For copies of the catalog write to 
Department NP, Philco Computer 
Division, 3900 Welsh road, Willow 
Grove, Pa. 
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Bb Government and Military Utility Specialists 


Proudly display this symbol of recognition, 
having satisfactorily completed 


The P.U.R. Guide 
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A JOURNEY OF UNDERSTANDING THE PUBLIC UTILITY B 


® This unique approach to the educational needs of individuals concerned with the public 
utility industry—called THE P.U.R. GUIDE — has received universal acceptance. Some- 
what descriptively, this “guide to a journey of understanding” takes you through the non- 
technical phases of utility operation. It was organized and prepared by an experienced staff 
of specialists. 

®» THE P.U.R. GUIDE is a systematically and consecutively arranged series of lessons in 
pamphlet form. It can provide you with a comprehensive understanding of the economics 
and other important aspects of public utility organization, management, finance, operation 
and regulation. 

® The utility business is becoming progressively more complex, administrative and tech- 
nical operations having become highly specialized. This course of study adds guidance to 
experience, thus assisting you to cope with problems which may confront you now and in 
the future. 


ENROLL TODAY, OR WRITE FOR FREE DESCRIPTIVE BOOKLET 
ii aaa | Two annual home study programs, with weekly mailing of lessons. 


THE P.U.R. GUIDE 
Glossary of terms especially applicable to public utility operation. 








> pos > Mid-program and final program questionnaires graded by publisher. 


> Pertinent reprints of articles from Public Utilities Fortnightly. 




















& Personally embossed binders to hold all course materials. 


o> i 
®& Detailed index of subject coverage, widely cross-referenced. 


&> Planning portfolio provided for conference program coordinators. 











PUBLIC UTILITIES REPORTS, INC., Publishers 
332 Pennsylvania Building a Washington 4, D. ©. 














PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate ex- 
perts, consultants, and others equipped to serve utilities in all 
matters relating to rate questions, appraisals, valuations, special 
reports, investigations, financing, design, and construction. 








AMERICAN 
SUPPORTABLE EVIDENCE IN-5-)-9NI NE 
For whatever purpose, American Appraisal provides COMPANY 
authoritative valuations and experienced interpretation SINCE 1896 


that is generally acceptable throughout the world. Home Office: 525 E. MICHIGAN ST. 
MILWAUKEE 1, WISCONSIN 
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Engineers and Builders for /naustry 
ENGINEERING - CONSTRUCTION - MANAGEMENT 


Studies * Reports » Design » Procurement 
SAN FRANCISCO : Los Angeles - New York » Houston 





BLACK & VEATCH 
CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 














BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 
A Division of H. Zinder & Associates, Inc. 
80 Pine Street 724 Ninth —, N.W. 
New York 5, N. Y. Washington 1, D. C. 
Rate Cases Management and Market Studies Rate of Return Analysi 
Cost of Service Determination Economic and Financial Reports 














BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design @ Research and Development @ Construction @ 
Electric, Steam and Hydro Plants @ Aeronautical and Missile 
Facilities @ Surveys @ Nuclear, Chemical and — Plants @ 
Transmission @ Distribution @ Report 


160 WEST BROADWAY, NEW YORK 3, NEW YORK 
Washington, D. C. 8 Hempstead, om 8 a Santa Monica, Calif. 
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(continued) 





SERVICES INC, Management and Business Consultants 
300 Park Ave., New York 22, N. Y.. MUrray Hill 8-1800 


Commonwealth + ida te, Semen 3, Dies Ghana 24071 
1612 K St, N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 








DAMES & MOORE 


Consultants in Applied Earth Sciences 


Subsurface investigations for foundations, groundwater, and subsurface structures. Air photo 
geological, and geophysical investigations for pipeline and transmission line routes. Geological- 
geophysical-soil mechanics investigations for recovery and use of marginal land, and for dam 
design and construction. 


ATLANTA CHICAGO HONOLULU HOUSTON LOS ANGELES 
NEW YORK PORTLAND SALT LAKE CITY SAN FRANCISCO SEATTLE 








DaY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Constructian — Management — Reports and Valuations 











LP-gas 
peak shaving 


EMPIRE GAS and stand-by 
ENGINEERING CO. plants tor 


+ municipalities 
P.O. Box 1738. + industry 


+ design 
Atlanta 1. Georgia + construction 





$4 ford, Bacon & Davis 
B&D mn Engineers ee 


NEW YORK @ MONROE, LA. © CHICAGO @ SAN FRANCISCO 








FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems © Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 








Francisco & JAcoBus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New Yore WESTBURY CLEVELAND TUCSON 
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GIBBS & HILL, INc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 











GILBERT ASSOCIATES, INC. 


ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON ¢ NEW YORK 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 


Traffic Surveys—Fare Analyses 
55 Liberty Street New York 5, N. ¥. 








HARZA ENGINEERING COMPANY 
Consulting Engineers 
REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-3778 











Soe Ru Lyi ree al loypovt ‘OV 
| 2 Coe en, Oe a ) EONS TRUCTORS 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS ¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 





N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 











(Professional Directory Continued on Next Page) 








OBER WEBOBER 26, |:.|—PUBLIC UTILITIES FORTNIGHTLY 








PROFESSIONAL DIRECTORY 


_ (continued) 


CHAS.T. MAIN, Inc. 


BOSTON, MASSACHUSETTS 
CHARLOTTE, NO. CAROLINA 





Pioneer Service & Engineering Co. 


PUBLIC UTILITY -_— SPECIALISTS IN 
CONSULTING & ACCOUNTING, FINANCING, 
DESIGN ENGINEERS RATES AND DEPRECIATION 


231 SOUTH LA SALLE ST. CHICAGO 4 
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Special Operating Studies RA —" COMPANY INC : 
Planning and Design “Walle p A Y : ( | N 7 HU. 
Reports for Financing | IN IV WE DU consulting engineers with a busizess vi 


1025 Connecticut Ave., N.W., Washington 6, D.C. - 
61 Broadway, New York 6, N.Y. ‘ 


Economic Studies 
Regulatory Representation 





CONSTRUCTION “i REPORTS 
SURVEYS 


SANDERSON & PORTER 
S&P 


NEW YORK 
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SARGENT & Loxwpy 
ENGINEERS 
Consultants to the Power Industry 


@® STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 
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STANDARD RESEARCH CONSULTANTS. INC. 


Rate of Return ©® Valuations ©® Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies ® Property Records 


345 Hudson Sx. Watkins 4-6400 New York 14, N. Y. 











STONE & WEBSTER 
ENGINEERING CORPORATION 


DESIGN « CONSTRUCTION «+ APPRAISALS « EXAMINATIONS 
REPORTS «+ CONSULTING ENGINEERING 


NEW YORK, 90 Broad Street BOSTON, 49 Federal Street 
(1 a} [ot-}-40 nw Lo] 05h co) a Mnsy- Lal ot @- Lalolt-iere mn Mes-W- Val -4-11-s-Mansl-1-0 001 -Ma Ro) gelato mm Of-11-4-16'7 
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UNITED ENGINEERS 


& Constructors Inc. « U.E.&C. (Canada) Ltd. 
New York e Philadelphia e Chicago 


Designers, construction engineers, and engineering consultants 








Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 
DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
1904 ST. PAUL STREET BALTIMORE 2, MARYLAND 








Jackson & Moreland, Inc. 


BURNS & McDONNELL Jackson & borer iaternational, Inc. 


° © ult ELECTRICAL—MECHANICAL—STRUCTURAL 
Engineers Architects Cons ants DESIGN AND SUPERVISION OF CONSTRUCTION 


4600 E. 63rd St. Trafficway UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEY S— APPRAISALS —REFORTS 


Kansas City 41, Missouri eneees some 
BOSTON — WASHINGTON — NEW YORK 














EARL L. CARTER MINER AND MINER 


Consulting Engineer CONSULTING ENGINEERS 
REGISTERED IN INDIANA, NEW YORK, OHIO, INCORPORATED 
prone neon aye a GREELEY, COLORADO 

ublic Usility uations, Reports 
Original Cost Studies Littleton, Colorado 
Tucson, Arizona Phoenix, Arizona 


910 Electrie Building Indianapolis, Ind. 











COFFIN & RICHARDSON, INC. A. S. SCHULMAN ELECTRIC Co. 


CONSULTING ENGINEERS Electrical Contracting Engineers 


Appraisals and Valuations For Regulatory, founded 1900 
Tax, and Other Purposes PowER STATION—INDUSTRIAL— 


Rate Case Preparation—Cost of Service Studies COMMERCIAL—TRANSMISSION LINES— 


Original Cost and Depreciation Studies DISTRIBUTION 
Rate Design 2416 S. MICHIGAN AVE, CHICAGO, IL 
Angeles 


68 Devonshire St., Boston 9, Massachusetts Tampa 




















ENGINEERS, CONSTRUCTION AND em orl both — 
MAINTENANCE CONTRACTORS eine 


Design, Construction Supervisi 
for the GAS INDUSTRY pecseabeaccrseceisiomen 


lomo Gi ome a >) Power Systems—Industrial Plants 


GAS AND SERVICE CO. Studies—Reports 
327 So. LaSalle St., Chicago 4, HL St. Louis San Francisco e ~=Washingtoa 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. A, W, WILLI AMS INSPECTION CO., INC, 


ENGINEERS Specialized Inspection Service 
Investigatione—Reports—Appraisals Poles, Crossarms, Lumber, Piles, Crossties 
Original Cost and Depreciation Studies Preservative Treatment and Preservative Analysis 


Rate Apalyses—insurance Surveys 208 Virginia St., Mobile, Ale. 
New York St. Louis ° Portland 
HARRISBURG, PENNSYLVANIA Inspectors stationed throughout the U.S.A. 
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Do you have a 
Utility 


problem? 


/merica is growing. in making the many financial decisions 
Our population is not only increasing incidental to growth. 

i. numbers, it’s spreading. Industry is Our Analytical Studies, Seminars and 

‘<panding to meet challenging new Round Table Conferences have helped 
yportunities. many Utilities bring added vitality to 
And Utilities are faced with enor- their capital planning, financing and 
ous capital expansion to provide for cultivation of the financial community. 
e growing needs of industry and For information, you are cordially 
nsumers. invited to call our Public Utility De- 
This is where the Irving can be of _ partment at LL 3-2967 or write us at 

_ utticular help—by assisting Utilities One Wall Street. 


IRVING TRUST COMPANY 


runds over $150,000,000 One Wall Street, New York 15, N.Y. Total Assets over $1,750,000.000 


GEORGE A. Murpny, Chairman of the Board WituiaM E. PETERSEN, President 
Public Utilities Department—JOHN F. CuiLps, Vice President in Charge 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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General Electric 
Turbine-Generators 


Help Keep 





Gas turbines for peaking, Mechanicatmmrive 5! 
base load, combined cycles turbines fampaux!''° 


Power Costs Low 
Steam turbine-generators Steam turbine-generators 
for large blocks of power 100,000 kw and lower 





